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CREDIT CRISIS

New group to advise on reporting issues 

PAKISTAN

One step closer 
to IFRS 

The International Accounting 
Standards Board (IASB) and the 
Financial Accounting Standards 
Board (FASB) reacted to calls from 
the G7 and other world leaders for 
swift action to deal with the credit 
crisis by setting up an advisory group 
to consider reporting issues in an 
internationally co-ordinated manner.

Members of the advisory board are  
still to be announced as World Watch 
goes to press. However, the boards 
have agreed that the group should 
comprise senior leaders with broad 
international experience of financial 
markets. They expect to appoint the 
chair and members as soon as possible 
so that work can begin on improving 
financial reporting to enhance investor 
confidence in financial markets. 

The group will be charged with 
identifying accounting issues requiring 
the urgent and immediate attention of 
the IASB/FASB as well as issues for 
longer-term consideration. It will draw 
on work already undertaken in a number 
of jurisdictions. In advance of the 
advisory group being established, 
the boards are undertaking fact-finding 

roundtables in Asia, Europe and North 
America to gather input on reporting 
issues emanating from the global 
financial crisis and to hear the responses 
of governments, regulators and others.

‘The FASB and the IASB recognise  
that the urgency of the credit crisis 
requires unprecedented action, and we 
at the IASB are committed to act where 
necessary,’ said Sir David Tweedie, 
chairman of the IASB. ‘It is also essential 
that any further steps taken should 
improve confidence in the markets and 
be done in a way that takes account  
of the broad interests at stake.  
The establishment of this high-level 
advisory group and the holding of  
public roundtables should ensure that 
both boards together reach common 
high-quality solutions that help return 
confidence to the marketplace.’

In addition to considering the potential 
for short-term responses to the credit 
crisis, both boards have emphasised 
their commitment to developing 
common solutions to provide greater 
transparency and reduce complexity in 
the accounting of financial instruments. 
The deliberations of the high-level 

advisory group will be used as starting 
points for developing common solutions 
in this area. The views of the group will 
be considered in conjunction with 
responses received to the boards’ joint 
discussion paper, Reducing complexity 
in reporting financial instruments.

‘We expect this new global group to 
generate valuable short and longer-term 
input for both boards to consider,’ 
explained Robert Herz, chairman of the 
FASB. ‘In the short-term, we welcome 
advice about common issues affecting 
the international markets and how a 
coordinated response from the boards 
could enhance confidence in the 
markets. Just as important, we look 
forward to further exploration of how to 
increase the transparency of reported 
financial information to investors.’

The Taiwan Financial Supervisory 
Commission (FSC) has announced the 
formation of a task force to consider 
the adoption of IFRS, with a possible 
adoption date of 2014. This brings 
about a change of direction from its 
present ‘convergence’ route whereby 
standards would be revised to parallel 
the IASB’s standards. 

The FSC task force is made up of 
representatives from Taiwan’s stock 
exchanges, over-the-counter trade 
operators, the local Accounting 
Research & Development Foundation, 
industry and trade bodies and relevant 
government bodies on areas where the 

principles might require fine-tuning for 
full adoption in Taiwan. The task force 
will determine the adoption date and 
scope of adoption.

Taiwan’s insurance and banking  
sectors have voiced concern over 
accounting for fair value under IFRS. 
Under Taiwanese GAAP entities can 
reclassify trading assets to categories 
such as ‘held to maturity’ or ‘assets  
held for the purpose of sale’, but under 
IFRS they be required to mark-to-market 
their assets, a principle they feel  
could result in paper losses if the  
assets drop in value.

The FSC supports the move to IFRS 
saying that adoption will improve the 
comparability between domestic 
financial statements and those of  
foreign companies, facilitating lower-
cost overseas fund raising by  
Taiwanese companies.

Pakistan has taken a further move 
towards IFRS with agreement from the 
Securities and Exchange Commission  
of Pakistan (SECP) and the Institute of 
Chartered Accountants of Pakistan 
(ICAP) in November 2008 that they will 
take urgent necessary steps to ensure 
full compliance with IFRS. The SECP 
and ICAP have indicated that the 
financial statements of Pakistan’s  
listed companies (apart from banks  
and financial institutions) are expected  
to have full compliance with IFRS for  
the year ended 31 December 2009.

The ICAP is responsible for adopting  
the Pakistani equivalents of IFRSs  
prior to approval from the SECP.  
Two standards remain outstanding for 
legal adoption – IFRS 1 and IFRS 4.

TAIWAN

IFRS adoption 
is now on  
the cards 
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IFRS – No time to lose
As more and more countries prepare to adopt IFRS, Alex Finn offers insight to 
those setting out on the road to conversion

The process of converting  
to IFRS is different for every 
company, wherever they are 
based, but changing the 
numbers is only a part of the 
change that will be needed as 
companies tackle the transition 
to IFRS. Management teams 
that look at the wider picture, 
start early, and properly scope 
the task in hand will have the 
best chance of making a 

change that not only meets regulatory requirements, but also 
enables improvements in the quality of information for both 
company management and external stakeholders.

Getting started

Performing an assessment of the likely impact of converting 
and drawing up a timeline for conversion is a useful first  
step. Our experience is that adopting IFRS can take anything 
from two to five years, depending on the size and complexity 
of the organisation and the approach to be taken. Large 
multinational organisations with decentralised operations 
around the world, older IT systems and numerous business 
platforms will typically take longer. 

In countries where the timing for implementation is still uncertain 
companies will need to keep abreast of new and future 
accounting pronouncements as changes will have an impact 
on project timelines and work effort leading up to adoption date. 

Key considerations

Implementing IFRS goes well beyond a simple technical 
exercise for the finance or accounting function. Other 
business areas such as the human resources, investor 
relations, and business development and IT departments are 
likely to be involved in the IFRS conversion plan. The sheer 
logistics of gathering extensive amounts of additional data 
from a diverse organisation in a consistent, timely and 
auditable fashion can be one of the major challenges.

The new standards also place a sizeable responsibility on 
management to be able to communicate effectively to the market 
in the new language. Financial statements may look very different 
under IFRS and management need to be at ease discussing 
the reasons for this. Early communication, including the sharing 
of pro forma financial statements with preliminary figures and/or 
opening balance sheets under IFRS, allows everyone to get 
comfortable with the ‘new brand’ financial results.

Many European adopters found it a significant challenge to 
determine the differences between local GAAP and IFRS that 
would have most impact on their organisations. This challenge 
remains for new adopters. The issues and their impact will 
vary depending on the accounting policy choices made to 

date and how far national standard setters have harmonised 
local GAAP with IFRS.

The ‘credit crunch’ has pressured the IASB to make changes 
to some standards with unprecedented speed. This may have 
led to new differences between local GAAP and IFRS, so 
adopters really need to keep their eye on this moving target.

More than the numbers

The change to IFRS presents management with an array  
of challenges. Management reporting, budgets, forecasts, 
performance measures, bonus structures, key performance 
indicators and debt covenants may all be affected. Even new 
strategic investments will need to be considered in the light  
of IFRS and its implications for how this information may  
have to be reported. 

Staff across the organisation will need to be trained in aspects 
of IFRS. Investor relations, internal audit, legal and marketing 
will all need to focus on how IFRS will affect their decision-
making and value creation strategies, as well as what 
information their individual business unit needs to provide to 
comply with IFRS requirements. Early awareness and training 
for key executives and board members allows for a smooth 
conversion programme and helps to drive a positive spirit of 
change management throughout the organisation.

Companies that have the most success in making a change to 
IFRS are those where management teams consider the issues 
across the organisation and ensure that systems, processes, 
and policies are designed to embed IFRS into day-to-day 
operations, internal management information systems and the 
mindset of staff. 

Key milestones in the IFRS journey

1.	� High level assessment and plan complete and board 
sponsorship obtained

2.	� Accounting policy choices made and detailed 
convergence plan developed

3.	� Initial disclosure of IFRS convergence plan and 
anticipated effects to market

4.	� Specimen financial statements completed and data 
requirements determined

5.	� Comparative information for the year or years prior to 
changeover collected

6.	 First full financials prepared under IFRS and reviewed

7.	 Report IFRS results at interims and year end

8.	 Embed IFRS in day-to-day activities and internal reporting

Alex Finn is accounting advisory services leader at 
PricewaterhouseCoopers in the UK.

Alex Finn
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Country focus: India 

India Inc: On the road to better 
reporting and governance
Indian businesses are now on the world stage and discovering that new business 
circumstances need better reporting and governance. Tapan Ray sees evidence 
that they are fast adapting to change

A solid period of domestic 
economic growth, which is 
still in progress in India, has 
favoured a swift, yet profound 
transformation of India’s 
business organisations. 

Growth was accentuated by  
a high level of both outbound 
and inbound investment 
activity over the last two to 
three years, as a result of 

previously buoyant capital markets. In this context, capital 
moved according to the laws of attraction – it was attracted to 
India by increasingly efficient use of capital and better returns. 
A logical corollary is that companies that perform well over a 
range of parameters and are governed well deliver better 
results. This defines the India of today.

Emerging from a closed economy – pre-reforms in the 1990s 
– to become an economic powerhouse today, the changing 
business environment also had an impact on the way corporates 
govern themselves. Late 2004 saw the introduction of 
requirements related to risk management and a framework for 
internal controls over financial reporting for listed companies. 

Drivers for change

Inbound investment activity has also meant private equity 
funds expecting better governance practices of their portfolio 
companies. Companies with or seeking PE funding are 
increasingly focused on effective processes, risk management 
practices and internal controls. This trend is also visible 
among small and mid-cap companies, which in some cases 
are not even publicly traded.

Board composition has been significantly affected by changes 
in company law (Clause 49), which were effective from the start 
of 2006. Companies where the chairman of the board is a 

non-executive director are now required to have independent 
directors making up at least one third of the board. Where the 
chairman is also an executive director, at least half of the board 
should comprise of independent directors.

Another driver for change is the Institute of Chartered 
Accountants of India’s decision to fully converge with 
International Financial Reporting Standards (IFRS) issued by 
the International Accounting Standards Board for accounting 
periods commencing on or after 1 April 2011. This paves the 
way for greater corporate disclosures. In addition, auditors  
will be required to report on whether or not the internal audit 
system is appropriate for the size and nature of the entity’s 
business and disclose failures to correct major weaknesses. 

Strategic benefits

We are now seeing the emergence of companies who 
embrace risk management principles and are unlocking its 
potential by turning risk assessment into strategic plans with 
the active involvement of the board. What is significant is that 
these are not isolated examples, but instances of a larger 
pattern that is increasingly visible. Recently, risk management 
and the framework for internal controls over financial reporting 
were also introduced for unlisted public sector enterprises. 

As Indian companies compete globally, it is clear that 
benchmarking themselves against the reporting and governance 
practices of the leaders in their industry sectors internationally  
is becoming essential. There is evidence that many are having 
some success in rising to this challenge but in a period of 
heightened uncertainty, the need for change will be ongoing. 

It is imperative for Indian companies, especially in these 
turbulent times, to remain focused and continue their journey 
towards better governance and increased transparency. 

Tapan Ray is an executive director with 
PricewaterhouseCoopers in India. 

Tapan Ray



News & Opinion

In Europe, the topic of auditor liability continues to receive attention. The European Commission, for example, 
published an impact assessment and recommendation about limited liability a few months ago. This encouraged 
member states to introduce a liability limitation regime, such as that implemented in the UK or in Germany, 
where auditor liability is or can be capped.

Currently, almost half EU member 
states either cap liability or have 
some form of proportionate liability 
regime. This may now increase 
following the EC’s recommendation. 
However, convergence of the different 
approaches adopted in member 
states is a longer-term objective.

‘Auditor firms can resource 
themselves to meet reasonable 
liability, but they cannot underwrite 
the entire market capitalisation of 
their clients,’ said PwC partner Peter 
Wyman. ‘Reform is essential to limit 
the risk of an audit firm failure that  
will cause damage and considerable 
expense to client companies and 
disrupt the capital markets.’

Mr Wyman added that unlimited 
liability used to be seen by some 
outside the profession as a driver  
of audit quality, but today there is 
recognition that disproportionate  
and unmanageable liability can 
undermine quality where reasonable 
liability supports it better. Also better 
understood are the many other 
factors involved in audit quality, such 
as reputational risk, professional  
pride and career success. 

Legislation in the UK

Liability Limitation Agreements (LLAs) 
have been allowed in the UK since 
the Companies Act legislation 
became effective in April 2008. Some 
company directors have started to 
discuss LLAs with their auditors so 
that audit committees or boards can 

consider whether to recommend 
these arrangements to shareholders, 
but overall progress is slow.

The Financial Reporting Council (FRC) 
has published guidance for directors 
and this was followed by a statement 
from the Institutional Shareholders 
Committee (ISC) as well as an 
overview from the Institute of 
Chartered Accountants of England 
and Wales (ICAEW), which included a 
legal opinion as a guide for directors. 
These publications should serve to 
make the legislation practicable  
and enable companies to make 
recommendations to shareholders  
in time for the early 2009 AGMs. 

The ISC statement indicates that 
institutional investors are generally 
willing to support agreements 
providing for proportional liability and 
that they take comfort from the fact 
that the law ensures that whenever  
a liability agreement is reached by 
companies with their auditors, the 

liability will never be reduced  
below what a court deems fair and 
reasonable. They also advise that 
institutional investors will welcome 
the opportunity to discuss proposed 
agreements with companies  
early – they are keen to understand 
the reasons for such an agreement 
and its proposed terms.

Stumbling block

The SEC’s position on the acceptability 
of LLAs is an important point that will 
need resolution before such an 
agreement can be recommended to 
shareholders of UK companies that 
are also US foreign private issuers. 
The FRC has contacted the SEC to 
ask for clarity on this point and will 
provide further guidance once this  
is available. ‘There is a danger that 
clearance from the SEC will come  
too late for the 2009 AGMs,’ said  
Mr Wyman. ‘There is also a risk that  
if FPIs are not permitted to make 
LLAs, then other companies will be 
reluctant to adopt them.’

UK and EUROPE

Auditor liability reform gathers pace

Assurance
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PCAOB 

Proposed audit risk standards

International auditing & assurance standards board

Clarity project is on track

In October, the US Public Company 
Accounting Oversight Board  
(PCAOB) released an exposure  
draft of seven auditing standards 
related to the auditor’s assessment  
of and response to risk. 

The IAASB issued its new standards  
in this area in 2004 and has recently 
completed redrafting those standards  
as part of its Clarity project. In its release, 
the PCAOB said that they had taken  
the related ISAs into account and ‘reflect 
an effort to eliminate unnecessary 
differences’. Indeed, for the first time,  
the PCAOB included an appendix that 
analyses the differences from the IAASB’s 
standards and explains their rationale for 
them, which has been welcomed as an 
enormously positive development.

There are inevitably some differences. 
The PCAOB standards are aimed at 
public companies and need to be 

integrated with their standard on  
the audit of internal control (AS 5).  
The Exposure Draft describes the 
outcome as a ‘degree of commonality…
though they do not mirror them  
word-for word.’ The merit of differences 
not directly attributable to those drivers 
will undoubtedly be the subject of 
debate in the consultation process.

For the first time, the PCAOB has 
introduced objectives into each of the 
standards, a key element of the IAASB’s 
new Clarity ISAs. However, a significant 
difference between the proposed US 
standards and the ISAs is that the 
PCAOB has not included application 
material. The PCAOB elevated some ISA 
guidance to ‘requirement’ status, but left 
out much of the explanatory material. 

Some may see a certain appeal in the 
shorter and more streamlined standards, 
but ISAs are written for a global audience 

and a wide variety of circumstances so 
the application material helps to ensure 
consistent interpretation and application 
globally. The guidance also often 
provides important insights into the intent 
of related requirements and, is therefore, 
key to understanding them. 

‘With many jurisdictions in the process 
of adopting the ISAs, the fact that the 
PCAOB’s proposed standards are not 
only directionally consistent with, but 
also very close to the comparable ISA 
requirements, adds to the momentum,’ 
said PwC partner Diana Hillier. ‘Once the 
PCAOB has completed its project, those 
territories that have not yet adopted the 
ISAs will be significantly out of step with 
global best practices.

The PCAOB is allowing an extended 
120-day comment period for  
their ‘foundation standards’,  
ending 18 February 2009.

The International Auditing and 
Assurance Standards Board (IAASB) 
is firmly on track for the completion 
of the Clarity Project at their next 
meeting (December 2008). Following 
September’s meeting in Miami,  
where 11 International Standards  
on Auditing (ISAs) were completed, 
only three further standards remain  
to be finalised. 

The Public Interest Oversight Board 
(PIOB) is due to confirm that the 
standard-setting process has been 
properly responsive to the public 
interest early in 2009. While we do not 
foresee any problems with PIOB 

approval, it is worth noting that  
this group is independent of the 
standard-setting process. The PIOB’s 
confirmation of the Clarity ISAs will be  
a demonstration that these standards 
have been developed to help safeguard 
the public interest.

Individual territory adoption is already 
underway. In the UK, for example,  
the Auditing Practices Board (APB)  
has issued a consultation paper on  
the desirability and appropriate timing 
for the introduction of Clarity ISAs in  
the UK. This is expected to be a focus 
of public comment and debate in the 
next few months. 

At the earliest, Clarity ISAs may  
be effective in the UK for 2010  
audits, although it may be that 
commentators do not believe that  
will be practicable. As a precursor  
to the consultation paper, the APB 
conducted a Regulatory Impact 
Assessment of Clarity ISAs, inviting  
a range of audit firms, including  
all of the large firms, to estimate  
and quantify the effect of Clarity  
ISAs on a selection of their audits.  
A summary of the results is included  
in the consultation paper and  
provides some useful insight on  
the expected cost/benefits of the  
Clarity ISAs. 
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EUROPEAN COMMISSION

Audit Directive score board

AUSTRALIA

Assurance required  
on emissions reporting

CSR Assurance

Questions of trust

At the end of July the European 
Commission adopted a scoreboard 
on the implementation of the 
Statutory Audit Directive in the 27 
member states. The directive should 
have been transposed into national 
legislation by 29 June 2008. However, 
the scoreboard shows that, to date, 
only twelve member states have fully 
implemented the directive, and that 
fifteen member states have only 
partly transposed the directive into 
national law. 

The Czech Republic, Ireland, Luxembourg 
and Malta have yet to implement  
over 31 of a total of 55 articles.  
Three member states have failed to 
communicate their draft law to the 
Commission: Italy, Spain and Cyprus. 

The setting up of audit committees 
(article 41) is the article that member 
states are having most difficulty with  
it is the article most frequently not 
implemented. 

A report is due shortly on how well  
the directive is working in practice.  
This follows a public hearing on the 
same topic in September, organised  
by the European Parliament. The report 
is expected to be strongly in favour  
of the rapid adoption of International 
Standards on Auditing (ISAs). Indications 
are that, overall, the implementation  
of the directive is considered acceptable 
but there are some concerns in areas  
such as the definitions of ‘public interest 
entities’ and the need to establish  
audit committees. 

In July, the Australian Federal Government 
released details of the design of the 
proposed Carbon Pollution Reduction 
Scheme (CPRS) in a green paper that is 
the precursor for legislation due to be 
brought before the Australian parliament in 
2009. The paper offered more clarity than 
expected in relation to key design elements, 
in particular in relation to the proposed 
reporting and compliance framework to be 
adopted on commencement of the 
scheme in July 2010.

The government indicated that assurance 
of reported emissions data was a key 
element in ensuring the accuracy and 
credibility of the scheme and the paper 
outlined two broad approaches to 
assurance that are available:

Assurance undertaken by independent •	
third-party practitioners on a mandatory 
basis before submission of an entity’s 
emissions report to the regulator.

Self assessment by entities, supported •	
by a retrospective assurance regime 
managed by the government.

The preferred approach outlined in  
the paper was that large emitting  
entities – those emitting over 125,000 
tonnes of CO2 equivalent – should be 
required to have their emissions reports 
assured by third-parties prior to 
submission to the regulator. The paper 
went further and supported aligning 
financial and emissions reporting 
systems to streamline reporting 
obligations for liable entities.

The paper clarified that third-party 
practitioners would be required to 
provide ‘reasonable assurance that  
an organisation has complied with  
its reporting obligations’ and specified 
‘assurance’ as the relevant terminology, 
rather than ‘verification’. 

‘Australian businesses have a lot to  
do in the next two years to set up 
appropriate monitoring, measurement 
and data maintenance for this more 
robust level of assurance,’ said  
Scott Williams from the Sustainability 
and Climate Change team at PwC  
in Australia. 

In 2008 approximately 3,000 companies 
are expected to publish Corporate 
Social Responsibility reports. In fact 
CSR reporting is seen by many as a 
basic business expectation. However, 
questions are being raised about the 
quality of that information because the 
majority of CSR reports are not currently 
independently assured.

The CorporateRegister.com has issued a 
report suggesting that of 3,000 CSR 
reporting companies, only 750 will 
include a third-party assurance statement 
addressing the report’s creditability and 
completeness. The report, Assure view – 
the CSR assurance statement report, 
outlines who uses assurance, who 
provides assurance and what methods 
are used. It has been said that this is the 
first report that offers an independent 
and comprehensive overview of the field. 

It is clear from the research that providing 
assurance of CSR information is a 
growing trend – European companies are 
leading the way, while Asian companies 
are rapidly picking up on this need. 

The report concludes that in the absence 
of a ‘common language’ there’s confusion 
as to which of the many assurance 
approaches provides the most credibility 
and certainty. Some standards and 
guidelines are emerging, but are far from 
being accepted across the globe.

IAASB

Prospectuses
project
The IAASB has approved a project  
to develop an international standard on 
auditors’ involvement with prospectuses. 
The initial focus will be on reporting on 
pro forma financial information.

The developmental approach will be to 
focus on the requirements under the EU 
Prospectus Directive and, in parallel, to 
explore whether the issues identified are 
equally relevant in a broader international 
context. Consistent approaches within 
Europe are particularly important in light 
of the transportability of prospectuses 
across borders.
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News & Opinion

With widespread corporate agreement on the scale of the carbon challenge we are facing, the Carbon Disclosure 
Project’s annual reports (global, US and UK) provide strong signals that the shift to a low-carbon economy in some 
countries is now under way.

Carbon disclosure and climate 
change reporting is becoming 
increasingly critical for investors to 
fully assess the risks, liabilities and 
opportunities within their portfolios. 
Over 380 of the world’s largest 
investors with combined assets under 
management of $57 trillion, sponsor 
the Carbon Disclosure Project (CDP).

The CDP, now in its sixth year,  
is a roll call for carbon emitters  
across a range of industry sectors. 
This year’s global report, compiled by  
PwC, analyses responses to a 

questionnaire sent to the board 
chairmen of the world’s largest 
companies by market capitalisation.  
It covers greenhouse gas emissions, 
the potential risks and opportunities 
climate change presents and 
strategies for managing those risks 
and opportunities. The report enables 
numerous stakeholders, including 
investors and policymakers, to have  
a better handle on the emerging  
risks and opportunities across 
different industries. 

The 2008 report highlights a number 
of key issues:

Few companies are willing to •	
provide emissions reduction targets.

Corporates indicated that the •	
implications on business value were 
not really known, which was 
translating into a ‘wait and see’ 
strategy for dealing with carbon.

With more countries contemplating •	
emissions trading schemes, 
increased regulation was seen as  
a key risk factor.

Governance is still not seen as a •	
priority, and carbon is not a regular 
agenda item for most boards.

Many companies now dedicate  •	
a section in their annual report  
to reporting on climate change –  
and the information disclosed  
here is improving.

There is a need to develop a •	
standardised and cost-effective 
way to engage supply chains in 
carbon reporting.

For the first time this year, the CDP’s 
request for information has gone  
to China’s 100 largest companies.  
There are also plans to launch  
new CDP operations in Korea and 
Latin America. Indeed, Merrill Lynch 
has recently agreed a three-year 
global partnership with CDP to 
support its development in China  
and elsewhere. 

‘Companies need to measure and 
report their carbon emissions and be 
clear about how they are managing 
them,’ said Richard Gledhill, global 
climate change leader at PwC. 
‘Unless they do so, they risk losing 
sight of the impact of climate change 
on the long-term financial health and 
future prospects of their business.’ 

PwC sustainability partner Alan McGill 
added: ‘There are going to be winners 
and losers as a result of the 
environment changes – winners will 
be those businesses that innovate, 
account for their carbon footprint and 
explain their strategic response to 
climate change in their main reports.’ 

www.cdproject.net is perhaps  
the world’s largest repository of 
corporate greenhouse gas 
emissions data.

CLIMATE CHANGE

Carbon Disclosure Project – 
questions answered

Broader Reporting
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FTSE 350 companies’  
communication of macro-economic 
trends, key performance indicators 
(KPIs) and risk has improved  
in the last year, according to 
PricewaterhouseCoopers review  
of leading companies’ narrative 
reporting under the UK’s Business 
Review legislation (including the 
Enhanced Business Review). 

The legislation provides companies  
with a framework for explaining  
the strategic context in which  
their businesses operate, together  
with a vehicle to explain and  
interpret the financial numbers.  
While its sole focus is on the  
content of the Annual Report,  
just one strand of a company’s  
overall communication strategy,  
this is a useful barometer  
of the overall response to growing 
demands for broader information, 
whether it is from legislation,  
investors, consumers, suppliers  
or other stakeholders.

The review identified evolving trends  
in narrative reporting over the last  
12 months. The findings illustrate the 
continued improvement in narrative 
reporting during the year, which is 
encouraging. Nowhere is this more 
evident than in the communication of 
macro-economic trends, KPIs and risk:

75% (compared to 52% last year)  •	
of companies provide some 
discussion of the macro-economic 
environment in which they operate. 

84% (75%) of companies explicitly •	
identify their KPIs.

92% (75%) of companies clearly set •	
out what they consider to be their 
principal risks and uncertainties. 

Despite the improvements in the scope  
of information reported, the findings  
also highlight the continuing challenges 
companies face with the quality of 
information reported – particularly in 
presenting a picture of performance that 
joins the dots between strategic priorities, 
management actions, remuneration and 
performance. We found, for example: 

Only 18% (compared to 34% last •	
year) of the FTSE 350 use strategy to 
underpin the other disclosures made 
within their reporting.

Only 19% of companies support their •	
strategic statements with an 
explanation of the actions necessary 
to deliver on the strategy.

Only 31% (42%) of companies clearly •	
align KPIs with strategic priorities. 

The primary focus of KPIs remains •	
financial in nature – customers and 
people were identified as important 

resources in over 80% of companies, 
yet only about 35% communicated 
related KPIs.

76% (83%) of companies include an •	
explicit Corporate Responsibility 
section in their annual report. 
However, only 22% (17%) identify 
aspects of CR as a strategic priority. 

‘For many companies, the ongoing 
challenge is as much about improving 
internal management information as it is 
about the quality of external reporting,’ 
said Mark O’Sullivan, PwC director of 
corporate reporting. ‘It is noticeable that 
the process of articulating corporate 
strategy for external stakeholders is 
leading boards to challenge the breadth 
and depth of the internal information that 
is routinely collated to measure strategic 
progress and to question whether it is  
of sufficient quality to communicate 
externally. Competitive edge will clearly 
depend on companies being able to 
build effectiveness in both areas.’

For a summary of the research, email 
info@corporatereporting.com

NARRATIVE REPORTING

Survey shows need to join the dots 

CHINA

Big step for SMEs
To make their businesses more 
transparent, credible and sustainable, 
China’s small and medium enterprises 
(SMEs) have started producing 
sustainability reports. This represents  
a strategic shift in sustainability,  
which was previously the domain  
of large companies. It presents a  
new challenge for sustainability 
standards organisations to meet  
the needs of SMEs. 

The move is seen as an important step 
towards a more sustainable Chinese 
economy in the long term. For international 
companies whose supply chains rely 
heavily on Chinese SMEs, increased 
accountability and transparency at all 
levels of production will lower their risks.

‘Visibility in the supply chain is vital,  
and you must be certain what you have 
is what you think you have,’ said  

William Mitchell, CEO of Arrow 
Electronics, an American company 
operating 20 factories in China. 

Elsewhere, China’s $200bn sovereign 
wealth fund announced intentions to be 
a socially-responsible global investor by 
turning away from industries that have 
questionable credentials and embracing 
clean energy and environmentally-
friendly investment.

Resources highlighted as key by companies
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What review looked for

Explicit identification of •	
key company resources

Explanation of how •	
resources are managed

Performance data to •	
demonstrate the 
effectiveness of 
management actions

Identification of KPIs to •	
monitor performance data
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UK

Climate Change Bill: reporting of 
greenhouse gas emissions 

Reporting awards

Building public trust takes on new significance 

The UK Climate Change Bill received its 
second reading in the House of 
Commons in June. The new clause 
requires all companies that currently 
produce a Business Review to report on 
greenhouse gas emissions.

The government has recognised that 
corporate disclosure of carbon emissions 
is desirable, and guidance on how 
companies should disclose such 
information about their greenhouse gas 
emissions in their annual report and 
accounts should be issued. This is 
expected to encourage the development 
of a standard that will support comparable 
emissions reporting, while still meeting the 
varying needs of companies in different 
sectors and size categories.

The intentions behind these mandatory 
reporting requirements are to force 
companies to measure their emissions 

and to raise the level of consideration 
given to the issue of climate change. 

‘The case that mandatory reporting 
helps companies reduce their emissions 
has not been proven,’ said PwC partner 
Richard Gledhill. ‘Many UK companies 

already disclose their emissions to 
schemes such as the EU Emissions 
Trading Scheme, in their corporate 
social responsibility reports and to 
voluntary initiatives like the Carbon 
Disclosure Project (CDP). It is therefore 
difficult to see what additional benefits 
these mandatory reporting requirements 
would deliver.’

The fixed cost for companies of this new 
obligation is estimated to be a minimum 
of £180m per year, according to the 
Climate Change Bill Impact Assessment 
issued by the Department for 
Environment, Food and Rural Affairs. 

The UK government is expected to  
look further at taking forward the  
issue of emissions reporting in 2010,  
in parallel with the anticipated review  
of the narrative reporting requirements  
in the Companies Act 2006.

Anglo American plc and Amlin  
plc won the overall categories  
for the FTSE 100 and FTSE 250, 
respectively, in the 2008 
PricewaterhouseCoopers Building 
Public Trust Awards ‘For telling it  
how it is’ in their communications 
with key stakeholders. There was a 
new award this year for sustainability 
reporting, won by Marks and  
Spencer. The awards celebrate  
the commitment by the UK’s leading 
organisations to build transparency 
and trust into their reporting.

The importance of clear and transparent 
reporting was brought home more 
forcibly than anyone might have 
expected at the event on 29 September 
as it coincided with the news of the  
US Congress’s initial rejection of the 
$700bn bank bail-out, and of the 
markets’ resulting nosedive. 

Regulation, reporting and responsibility 
were the three areas that PwC chairman 
Ian Powell called on the business 

community to focus on in the current 
climate. He also highlighted the need  
for a re-think of the reporting model to 
help build and rebuild trust in corporate 
reporting (see opinion article, page 36). 

‘We need to challenge ourselves  
to ask whether the reporting model 
really helps to provide an understanding 

of the business model, the key  
risks and the culture and values of  
the organisation,’ claimed Mr Powell.  
‘It could be a competitive advantage 
in the aftermath of recent events  
to be the most transparent and 
straightforward reporter in your  
industry – it will also help to build  
and rebuild trust.’

Building Public Trust Award winners:

‘For telling it how it is’ in the FTSE 100 – Anglo American•	

‘For telling it how it is’ in the FTSE 250 – Amlin•	

‘For telling it how it is’ in the public sector – Highways Agency (in association •	
with the National Audit Office)

Sustainability reporting – Marks and Spencer Group•	

People reporting – Vodafone Group•	

Reporting of executive remuneration – Aviva•	

Tax reporting – Kazakhmys•	

PricewaterhouseCoopers reviewed all FTSE 100 and FTSE 250 companies for all 
categories of award and the largest 100 organisations for the public sector award. 
The criteria used for each of the awards reflects the measures that CFOs and the 
investment community say they need to assess organisational performance. 

Further information on the Building Public Trust Awards can be found at  
www.bptawards.com.
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AUSTRALIA

Changing role of investor relations professionals 

EMERGING MARKETS

SIRAN pushes for sustainability disclosure

A recent survey by the Australasian 
Investor Relations Association and 
PwC shows that the role of the 
investor relations (IR) department is 
changing – it is becoming a critical 
interface between the company and 
the capital markets. The driver for this 
development is thought to be the 
growing institutional ownership of 
Australian companies (both domestic 
and foreign), at the expense of 
individual investors.

The survey, first conducted in 2004, 
shows that IR professionals are  
stepping up and taking primary 
responsibility for share register analysis 
(over 90%) as well as relationships with 
institutional investors (82%), broking 
analysts (89%) and retail shareholders 
(67%). They are also being given more 
responsibility for preliminary and interim 
results announcements (69%) and for 

running one-on-one meetings with 
investors and analysts (80%). Access  
to board papers has also increased 
(75%) and over a third of IR directors  
are attending board meetings. 

The growing recognition of IR 
professionals as the face of the 
company in many meetings with the 
investment community is evidenced by 
the fact that all those surveyed reported 
active communication channels with 
their CEO and CFO and 98% reported 
that they felt fully briefed to speak to  
the investment community. 

The survey found that IR professionals 
are increasingly responsible for 
reviewing analysts’ draft earnings 
models – almost three quarters of 
respondents reported that they did  
this, compared to 57% in 2004. 

It is clear from the survey that the 
importance of a coordinated approach  
to market communications is now better 
recognised and that IR people have a  
key role in this holistic communications 
strategy and ensuring that consistent 
messages reach all stakeholders. 2008 
results also show a clear trend toward 
electronic communication, influenced  
by technology improvements, better 
management of shareholder email lists 
and regulators allowing online reporting. 
Stock exchange releases, fact sheets, 
investor presentations, quarterly reports 
and AGM proceedings are now commonly 
made available in electronic format. This 
has lowered costs for many companies.

There is evidence of a growing 
commitment to making information 
accessible to all stakeholders:

55% of companies offer shareholders •	
a choice of a full annual report or a 
summary version

Newsletters are published more •	
frequently

80% of companies now do webcasts •	
of their analyst presentations

48% offer conference call facilities as •	
part of their results presentation, more 
than double the 2004 proportion

The survey also shows that the current 
economic conditions and potential 
impacts of the credit crunch are 
weighing on investors’ minds – they  
are directing an increasing number of 
questions to IR professionals about  
debt and debt facilities, gearing, capital 
expenditure and consumer confidence. 

At the same time, there is evidence  
of growing investor concern about 
climate change. Investors want to 
understand the adequacy of 
environmental risk assessment and 
reporting frameworks and the potential 
impact and costs of environmental 
issues on corporate performance.

For more information please  
contact PwC director  
Elizabeth Prescott, email:  
elizabeth.prescott@au.pwc.com

The Sustainable Investment Research 
Analyst Network (SIRAN) has recently 
issued an Investor Statement on Emerging 
Markets. The statement spoke for over 40 
global institutional investors representing 
$960bn in assets under management.  
The statement encouraged companies  
to provide better information on their 
management of environmental, social  
and corporate governance (ESG) issues. 

Expectations of business information in 
emerging markets are rising as those 

markets expand, but investor 
confidence is often hindered by the lack 
of transparency. For example, the 
investor community often cannot access 
information on how companies in 
emerging markets have measured and 
addressed the risks and opportunities 
arising from sustainability issues and 
how these might impact future financial 
performance and valuation. 

In particular, the statement encourages 
companies to enhance transparency by:

Providing regularly updated ESG •	
disclosure that focuses on the most 
material business risks and opportunities 

Setting clear goals and reporting on •	
progress towards meeting them

Using the Global Reporting Initiative •	
(GRI) framework as the basis for the 
disclosure

Continually improving reporting based •	
on stakeholder feedback 
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EUROPEAN COMMISSION

EU sustainability record tracked 

ENVIRONMENTAL, SOCIAL AND GOVERNANCE

ESG or sustainability is the preferred terminology

The European Commission has issued a 
paper – The State of Sustainability 
Reporting in Europe. The paper marks 
the launch of a new website from the 
European Sustainability Reporting 
Association (ESRA) where visitors can 
judge European countries’ effectiveness 
in encouraging sustainability reporting.

The paper sets out the latest European 
Commission thinking on sustainability 
and corporate social responsibility. 
According to the paper, one of the key 
influences on sustainability, and in 
particular on corporate social 
responsibility (CSR) in the EU was the 
Commission’s 2006 communication – 
Implementing the partnership for growth 
and jobs: Making Europe a pole of 
excellence on corporate social 
responsibility. This defined CSR as  
‘a concept whereby companies integrate 
social and environmental concerns in 
their business operations and in their 
interactions with their stakeholders on  
a voluntary basis’.

The paper gives an overview of CSR 
initiatives that have been taken in EU 
member states since the 

communication’s release. It states that 
although sustainability reporting is 
mandatory in a number of countries,  
a greater number encourage voluntary 
reporting. The report also identified  
a trend towards integrated or triple 
bottom-line reporting, where the GRI 
guidelines are commonly used.

In March this year the European Parliament 
voted on a resolution on the 2006 
communication and recommended that: 

Social and environmental reporting be •	
included alongside financial reporting

More awareness is needed of  •	
the provisions for social and 
environmental reporting

Member states should transpose •	
relevant elements of the 
communication into national law

Implementation assessments should •	
be undertaken

The resolution recommends a 
‘professional framework’ for CSR 
measurement, social audit, and verification, 
and called for transparency in relation to 
socially-responsible investment.

The investment community as well as 
the other professionals concerned with 
reporting of broader non-financial 
information are struggling to come up 
with a single commonly accepted term 
for these issues. At present there are 
over 15 different phrases and terms 
used. To determine the preferred 
terminology, AXA Investment Managers 
and AQ Research surveyed over 350 
investment professionals worldwide. 

The survey found that the investment 
community prefer to use the term 
‘environmental, social & governance’ 
(ESG) as a description of the new data 
that is being integrated into mainstream 
reporting. ‘Sustainability’ followed 
closely as the next favoured description. 
These preferences were consistent in 
Europe and North America, the two 
areas from which most respondents 
came (62% and 30% respectively).

Such consensus enables appropriate 
fund manager comparison,’ said Dr Raj 
Thamotheram, director of responsible 
investment with AXA Investment 
Managers. ‘But having found 16 
different phrases to describe the kind  
of sustainability data that managers  
say they are now integrating into their 
mainstream analysis, it’s hardly surprising 
people are confused and that integration 
is not moving as quickly as it could.’ 

The results of the survey also demonstrate 
that integration is becoming a mainstream 
issue because of ‘growing client interest’ 
and ‘changes in societal thinking.’ 

ESG issues are critical to the long-term 
financial success of superannuation 
assets and should be incorporated into 
the investment decision-making process 
of trustees, according to Australian 
superannuation and corporate law 

minister Nick Sherry. ‘Trustees of 
superannuation funds in Australia have 
solid grounds for pursuing sustainable 
investment strategies, provided they  
are precisely formulated and carefully 
implemented…and the purpose is the 
advancement of members’ interests,’  
he told attendees at a recent forum.  
‘It is important that the industry work 
collaboratively to increase the availability 
of quality analysis, recognising that  
the value of this information is essential 
to the mainstream development of 
sustainable investment.’

As sustainability issues are integrated 
into mainstream information about 
companies there are already signs that 
the market is responding with appropriate 
research. Bloomberg, for example,  
has introduced key sustainability 
benchmarks and theme indexes in  
its business information database. 
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biogas

Climate Fund purchases emission 
reductions in Cambodia 
Carbon emission reduction initiatives are 
gathering pace and some are starting  
to be made available to individual 
households as well as business. An 
example is the Emission Reductions 
Purchase Agreement that the Dutch 
Hivos Climate Fund has signed with the 
Cambodian Department of Agriculture 
which will pay for 5000 biogas plants. 

These plants produce gas for domestic 
use from cow and pig manure and 

reduce CO2 by almost 6 tons per year 
– more than half the CO2 produced by 
the average Dutch household each year. 
The emission reductions can be bought 
by Dutch companies, institutions and 
households to offset their own emissions. 

Harrie Oppenoorth of the Hivos Climate 
Fund has said, ‘at the moment we are 
aiming at the voluntary market. For 
instance, we would like to match Dutch 
gas companies with the biogas 

programme. But individuals can also 
compensate for their CO2 emissions by 
buying these Cambodian reductions, and 
thereby invest in poverty reduction at the 
same time. We feel this is a much more 
attractive option than compensating for 
emissions by planting trees, as many 
people do at the moment.’

The Hivos Climate Fund has also taken 
an option on the emission reductions for 
5000 plants to be built in Rwanda, Africa.

Us

Cities to disclose 
CO2 emissions

Trade volume

Carbon market 
in rude health

Twenty one US cities have committed 
to join some 1,300 companies 
worldwide to voluntarily measure  
and disclose their CO2 emissions. 
Among them are New York, Las Vegas 
and New Orleans. 

This initiative is supported by the 
Carbon Disclosure Project (CDP) and 
the International Council for Local 
Environmental Initiatives (ICLEI) 
partnership. Each of the participating 
cities will gather carbon emission data 
within their operations and will follow 
CDP systems to assess and disclose 
climate change-related risks and 
opportunities relating to the whole city. 

They will compare their results with 
other cities to get a complete picture of 
their greenhouse gas emissions.

‘Over 70% of total global emissions  
are generated from cities, and if you 
don’t measure these emissions, you 
cannot manage them,’ said Paul 
Dickinson, CEO of the Carbon 
Disclosure Project. ‘This is a vital  
step for city councillors who wish to  
gain a better understanding of their 
cities’ impact and the risks and 
opportunities associated with  
climate change so that they can  
prepare their cities for a carbon 
constrained world.’

The global value of carbon traded in  
the first half of this year reached €38bn 
(1.8bn tonnes), according to market 
analysis group Point Carbon – almost 
double the value for the whole of 2007. 
The global trade was led by the EU’s 
Emissions Trading Scheme (ETS), which 
accounted for 70% of all trades so far 
this year. The total for the full year is 
forecast to reach 4.2bn tonnes, which 
compares to 2.7bn tonnes in 2007 and 
just 28m tonnes in 2003. 

This indicates that despite its flaws,  
the Kyoto Protocol is helping to drive 
the global market, which is broadening 
geographically and becoming more 
financially sophisticated. The increase  
in the value of carbon traded was the 
result of a series of factors, including  
an increase in price from €13.36 a  
tonne in the first half of 2007, to €20.61 
in the first six months of this year. 

The strong EU position in emissions 
trading is due to become even  
stronger, according to EU environment 
commissioner Stavros Dimas, when  
the EU links its carbon trading market  
to the UN’s scheme, expected by  
the end of 2008. The linking of the 
schemes will allow companies to 
transfer ‘certified emissions reductions’ 
(CERs) issued under the UN’s Clean 
Development Mechanism to EU  
member states. 
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Opinion 

The reporting model – 
a public-policy issue?
Market turmoil and ongoing sustainability challenges make it more important than 
ever for policy makers to drive a collaborative approach to corporate reporting, 
argues PwC partner David Phillips, to ensure that capital is efficiently allocated 
and investors and others understand the risks and returns

While the current turmoil in global capital markets is driven  
by financial and economic factors, the transparency of 
companies’ reporting in such volatile times has never been  
as important. Without it, they cannot build public trust in their 
performance or the sustainability of their business. The fallout 
from the current crisis is likely to push this up the agenda, as 
regulators and others redefine mechanisms needed to create 
more stability in the global capital markets. 

Reporting is not the only challenge, but it is a critical piece  
of the jigsaw. Is the current information set that companies 
report to the market complete? Is it reported in a way that  
is efficient, reliable and makes good use of market insight?  
And, is the model structured so that it can evolve in a way  
that is valuable to the market and those that rely upon it? 

For some time now PricewaterhouseCoopers has been 
advocating a recasting of the reporting model through a 
market-driven initiative to create a global blueprint for 
improved corporate reporting (see World Watch, Issue 1 2008, 
page 23). Given the significant challenges facing all societies 
around sustainable wealth creation, climate change and the 
use of scarce resources such as water and energy, we believe 
it is now urgent to develop a reporting model that effectively 
communicates these issues. 

What are the issues in current reporting?

This view is supported by our research into the reporting 
practices of the world’s largest companies. This highlights 
some significant opportunities to provide improved, user-
friendly information that is principles-based, easy to prepare, 
and accessible for both companies and investors. 

For example, reporting of risks has come under the 
microscope as a result of the financial crisis. It varies widely 
between companies – some of the top 500 companies in the 
world do not report on risk at all, while others report in excess 
of 40 risks. Feedback from investors has shown us that in 
either case, without clear reporting of those risks that are key 
to the business and the steps being taken to mitigate and 
manage them, it is harder to identify any potential impact on 
companies’ performance and sustainability. 

This is one of a number of issues that need further 
consideration in the current climate. The financial crisis has 

highlighted, for example, the importance of explaining the 
dynamics of the business model and the market context in 
which it operates. While 70% of companies in the Global 500 
devote more than 60% of their reports to narrative 
information, we should be questioning how much value this 
provides and whether the effort could be redirected to deliver 
better insight into a company and its performance. 

Where next?

We believe the time has come for public policymakers to 
facilitate a more holistic corporate reporting framework.  
Set out opposite is a suggested outline path towards a 
continuous collaboration process involving the key players in 
the capital markets. It suggests that the first step is to assess 
today’s information flows – both content and delivery –  
and then determine the scope of the information set that  
the markets need from which a reporting framework can be 
established. Step three is to consider the extent of regulation 
needed as well as the role of third-party assurance and enabling 
technologies to make reporting more effective. The final step 
is to continuously enhance the model by repeating the steps. 

As collaboration to recast the reporting model gathers pace 
and opportunities are debated, it is important to recognise 
that a number of market-driven initiatives already exist that  
are working towards solutions in particular areas of reporting. 
These include the Connected Reporting Framework 
developed by the Prince of Wales as part of his Accounting  
for Sustainability project. This framework provides a vision of 
how the model can be recast to embrace environmental and 
social issues. The World Intellectual Capital Initiative has also 
developed a high-level corporate reporting framework and is 
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Market context
and positioning

Strategic aims Key risks

Key drivers
of value

Key performance indicators (KPIs)

External factors and trends

Outputs
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Companies’ value creation process 
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3

Developing a new corporate reporting model

using a Wikipedia-style internet platform to facilitate 
collaboration across interested market organisations.

Why now?

Markets are by their nature subject to cycles and volatility  
but the excesses in the cycle and extreme asset price  
bubbles have had huge economic impacts – even on 
conservative estimates these can amount to many trillions  
of dollars. There will always be major winners and losers. 
However, the structure of modern capital markets results  
in a large proportion of the electorate being caught up  
directly and indirectly in the excesses of market and  
corporate behaviour. The impact is felt through individuals’ 

savings, pensions and direct investments as well as through 
the recent use of public money in several territories to  
stabilise the financial system.

The effectiveness of the reporting model and its ability to  
help the market understand risk and business performance  
in the context of creating sustainable wealth and a sustainable 
world is a mainstream public policy issue that has to be 
properly and urgently considered. 

For copies of the discussion document, Recasting the 
reporting model – how to simplify and enhance 
communications, email info@corporatereporting.com. 
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CLIMATE CHANGE 

 Business reputation at stake
Climate change is affecting the lives of people the world over. Jeff Gardner and 
Fred Cohen find that business leaders are waking up to the fact that a sound 
environmental strategy is needed if they are to stay on top of the challenges

Investing time and resources in sustainability and climate 
change initiatives creates value to the business in the  
short term. Some companies already understand that  
with careful planning they can be both high performers  
and environmentally responsible and that the opportunities  
and rewards outweigh the cost and effort of their investment 
over both the short and long term. 

Leading companies are already building comprehensive 
climate-change strategies tied to their business strategies  
that are designed to help them mitigate the financial and 
reputational risks, as well as pursue the emerging opportunities 
and reap the rewards. The opportunities in the emerging 
carbon-constrained global economy are very real with carbon-
related finance, products and services – the global carbon 
trading market could be worth $1 trillion by 2012. 

There is no doubt that rising energy costs weigh heavy  
on the minds of business leaders and many companies  
will start their climate change efforts by focusing on reducing 
their energy consumption and costs through key energy-
saving strategies, from turning down heating to insulating 
buildings and encouraging video conferencing, rather than  
air travel. According to PricewaterhouseCoopers’ 11th Annual 
Global CEO Survey, 64% of corporate CEOs say they are 
“somewhat concerned” or “extremely concerned” about  
rising energy costs. 

Employees are influencing companies’ environmental 
strategies. Increasingly, they want assurance that their 
employer has a sound sustainability agenda. A recent  
PwC survey of college graduates found that 90% of US 
respondents said they would actively seek employment  
at companies whose business practices reflect their own  

values. Leading companies are recognising that corporate 
environmental behaviour is affecting their ability to attract  
and retain employees so they are incorporating ongoing 
communications about climate change initiatives into their 
people strategies.

The communications priority

In today’s world it is critical that companies safeguard  
their reputations through effective communications with  
all their stakeholders about their environmental and social 
risks and performance and their impact on financial 
performance. The Economist Intelligence Unit predicts that 
this will be a leading priority for companies in the next five 
years. 61% of global organisations surveyed by the EIU this 
year agree that it is in their best interests to proactively 
communicate with stakeholders about their environmental  
and social performance. 

Stakeholders are scrutinising what a company is reporting  
and looking at whether the information is valid. When it  
comes to reporting on risks, companies need to disclose 
realistic potential risks but avoid overstating them. Overstating 
the company’s environmental credentials (or ‘greenwashing’) 
is also something to avoid – it usually diminishes the company 
in the eyes of stakeholders. 

Successful reporting of non-financial information relies  
on ensuring that reporting aligns with the company’s  
overall corporate strategy; is within the management  
reporting framework; and is credible and defensible. If this 
information is not appropriately integrated, it can be seen  
as a PR exercise and lead to complaints from stakeholders 
that it is incomplete, unbalanced and not sufficiently  
forward looking. 
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There is no single recognised framework for reporting 
environmental responsibility. However, some acceptable 
reporting frameworks and best practices are beginning  
to emerge.

Clear alignment to corporate strategy•	  
Clear explanation of why responsible and sustainable 
development of corporate resources is fundamental to the 
company’s overall strategy. Reporting highlights challenges, 
focusing on the impact of legislation, regulation, and other 
market activities on the company’s performance.

Long-term targets and measurement of performance•	  
Clear link established between long-term strategic priorities 
and environmental, social, and governance (ESG)-related 
key performance indicators goes a long way toward 
addressing the needs of key stakeholders.

Transparent reporting against ESG milestones•	  
Base-case scenario used to maintain like for like 
comparisons and determine a company’s progress in 
meeting its ESG goals.

Quantification in terms of ESG reporting•	   
Reports include net savings from enhanced sustainability 
efforts, benchmarking analysis, and use of appropriate metrics.

59% of executives believe investors and shareholders will 
increasingly reward those companies with above average 
performance on sustainability issues, according to PwC’s CEO 
survey. So keeping quiet and doing nothing about sustainability 
and climate change isn’t really an option. Companies need to 
take action to manage their risks, make the most of the 
opportunities and make sure their stakeholders understand 
what they are doing and why. 

It is no coincidence that 56% of very large companies  
(with revenues of over $20bn) are already committing 
significant resources to climate-related issues. From our 
perspective, a correlation already appears to exist  
between corporate action and share-price performance. 
Adapting to our global resource constraints can actually 
improve a company’s financial performance. 

Managing climate change risk
	Have you measured and monitored the company’s •	
carbon footprint?

	Are you using an independent verification to •	
communicate greenhouse gas emissions?

	Can you forecast the company’s greenhouse gas •	
emissions growth for benchmarking purposes and to 
establish target reductions?

	Are you creating an emissions management team led •	
by a senior executive to set the tone and culture from 
the top?

	Are you monitoring competitors’ climate change •	
responses?

Jeff Gardner is PricewaterhouseCoopers Advisory leader  
for climate change in the US. Fred Cohen is a retired PwC 
partner and consultant to the US firm. 

This article is adapted from Warming up to climate change, 
View, summer 2008 (www.pwc.com/view).

CLIMATE CHANGE

Next stop on road to Copenhagen
The ‘Bali roadmap’ sets an agenda for international 
negotiations aimed at finalising a new global climate treaty. 
Several thousand people, including senior government 
representatives, will gather in the Polish city of Poznan in 
early December to discuss their vision for how to tackle 
climate change. On the agenda are emission reductions  
and a greater level of action around mitigation, adaptation, 
technology and finance. The conference will also tackle the 
subject of risk management and risk-reduction strategies. 

This meeting is regarded as an important stepping stone 
towards the UN Climate Change Conference in 2009,  
where the Conference of Parties (COP) attendees (potentially 
from 192 countries) will endeavour to reach specific 
agreements aimed at protecting the environment once the 
first phase of the UN’s Kyoto Protocol expires in 2012.

Key areas for discussion in Pozan will include:

Long-term and interim targets: agreement is needed in 
both areas. A global, long-term target (such as 2050) sets 
the overall level of ambition and needs to be driven by 
scientific consensus on expected carbon concentrations 

and their likely effects. Interim targets provide a path 
towards the overall goal and assist business in framing 
investment decisions. 

Measures for developed countries: industrialised nations 
will need to show leadership in taking on new, binding, 
carbon commitments. In 2007, developed countries decided 
to use a 25-40% reduction range (by 2020) as guidance,  
but this in itself is a wide range. A crucial factor here will  
be the extent to which emission reductions need to be 
achieved ‘at home’ rather than through the purchase of 
carbon credits from developing economies. 

Measures for developing countries: effective participation 
by developing countries is crucial if real action on climate 
change is to occur. Binding targets are not on the agenda, 
but some form of agreed action plans supported by 
collaborative initiatives (financial and technology transfer) 
and access to global carbon markets are likely to emerge. 

Technology and finance for sustainable development: 
technology is a critical factor in achieving carbon targets. A 
sufficiently long horizon for the price of carbon should provide 
a stimulus to develop technology. The Poznan discussions  
will also consider how effective multilateral co-operation can  
be in transferring technology to developing countries.
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Date Key upcoming events Location / Contact Sponsors / Organisers

25-26 November 
2008

2nd Annual Corporate 
Responsibility Reporting & 
Communications Summit 

London, UK 
+44 20 7375 7170 
www.ethicalcorp.com/reporting

Ethical Corporation

15-16 January 
2009

Carbon Markets North 
America 2009

Miami, US 
+44 20 7251 9151 
www.environmental-finance.org

UK Trade & Investment, MGM 
International 

16-18 January 
2009 

18th World Congress  
on Total Quality

Delhi 
+44 20 7872 5784 
www.qualitymillennium.com

World Council for Corporate 
Governance

28 January –  
1 February 2009

World Economic Forum  
Annual Meeting

Davos-Klosters, Switzerland 
www.weforum.org/en/events 

World Economic Forum

10-11 February 
2009

GARP’s 10th Annual Risk 
Management Convention & 
Exhibition

New York, US 
+44 20 7397 9633 
www.garp.com/events

Global Association of Risk 
Professionals 

23-24 February 
2009

Standards Advisory Council To be confirmed 
+44 20 7246 6434 
www.iasb.co.uk

International Accounting 
Standards Board

25 February 2009 IASB meeting with the Analyst 
Representative Group

To be confirmed 
+44 20 7246 6434 
www.iasb.co.uk

International Accounting 
Standards Board

03-05 May 2009 FEI Summit 2009 Texas, US 
www.financialexecutives.org/summit

Financial Executives 
International

11 May 2009 8th Annual Responsible 
Business Summit

London, UK 
www.ethicalcorp.com/conferences

Ethical Corporation

29 June 2009 2nd Annual Green Supply 
Chain Summit

London, UK 
www.ethicalcorp.com/conferences

Ethical Corporation

13-15 July 2009 2009 Annual International 
Corporate Governance 
Network Conference 

Sydney, Australia 
+44 20 7612 7093 
www.icgn.org/conferences/2009/

International Corporate 
Governance Network

14-15 October 
2009

Business and Sustainable 
Environment (BASE)

ExCeL, London, UK 
+44 20 3170 6040 
www.businessandasustainableenvironment.com

BASE Communications Ltd 

Autumn 2009 One Planet Leaders Buckinghamshire, UK 
+44 1444 811 273 
www.panda.org

World Wildlife Fund 

Diary Dates

pwc.com

Corporate reporting hot topics and  
the emerging issues that companies, 
investors and other interested parties 
need to think about are discussed  
in the PricewaterhouseCoopers blog.  
It was set up in recognition of the 
growing importance and rapid 
changes in this area.

Written by David Phillips, PwC’s 
corporate reporting partner, the blog is 

updated at least twice a month.  
The blog is aimed at all those with 
responsibility for communicating and 
analysing corporate performance.

Recent topics have included:  
thoughts on cash reporting in the  
current economic climate and  
insights on sustainability reporting  
as the credit crunch continues to 
influence behaviour.

Corporate reporting blog – www.pwc.blogs.com/corporatereporting

‘�I am always pleased to hear your views and comments on the postings and to take questions 
about corporate reporting,’ said David Phillips. ‘A blog works best when it’s interactive.’ 


