1 : Yy

£

INSTITUT DER WIRTSCHAFTSPRIIFER

Institut der Wirtschaftspritfer
in Deutschland eV,

28th July 2016 Wirtschaftspriferhaus
Tersteegenstrafle 14
40474 Dasseldorf
Postfach 32 0580
- . 40420 Dosseldorl
Mr, Olivier Boutellis-Taft
Fédeération des Experts-Comptables Européens TELEFONZENTRALE:
: +43{0)2N 745 61-0
Avenue d'Auderdhem, 22-28/8 T
1040 Brussels +49(0) 21174541097
H INFERNET:
Belglum www.idw.de
E-MalL:
Infoidwde

By E-mail: pantelis.paviou@fee.be

BANKVERBINDUNG:
Deutsche Bank AG Disseldorf
IBAN: DES3 3007 0010 0748 0213 00

Re.: The Future of Corporate Reporting — creating the dynamics for BIC: DEUTDEDDXXX
change USt-ID Nummer: DE119353203
Dear Olivier

We welcome the Federation’s initiative in advancing what we agree is a neces-
sary discussion on how corporate reporting needs to evolve, although we be-
lieve the paper does not yet provide a consistent view: we would like to ask the
Federation to consider the length of the paper and the possibility of eliminating
duplications within the four chapters.

The IDW welcomes the idea of core and more reports. We believe that the in-
ternational Integrated Reporting Council (IIRC) with its International Integrated
Reporting Framework has already provided a framework for the core report. We
support the idea of having an integrated report as a primary source of infor-
mation, perhaps for all stakeholders of a company, supplemented by more de-
tailed information being made available in additional, underlying reports. To
frame the discussion, such reports might be differentiated in the first instance in
performance-based reports (especially management reports and remuneration
reports) and transparency reports (for example reporting against the Global
Goals, country-by-country-reporting, diversity reporting, parts of corporate gov-
ernance reporting).

We agree with the statement “the annual report is gradually becoming the desti-
nation of choice for new reporting requirements, at times irrespective of the ma-
teriality of the reporting topic.” (p. 26). We recommend the Federation stress this
point to leading standard setters, regulators etc. and urge them to re-focus re-
porting requirements on the primary purpose of a particular report as well as us-
er needs. Therefore it would be helpful if the paper provided an overview of cur-
rent reporting requirements, report purposes and users: overall the paper is un-
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clear as to how the term “corporate reporting” is defined. The paper doesn't ad-
equately differentiate between financial statements according to IFRS, the EU
Accounting Directive, management reporting, sustainability reporting, integrated
reporting etc. In this context, it would be helpful if the Federation were to evalu-
ate the status quo of corporate reporting first, analysing mandatory and volun-
tary reporting according to purpose, intended users and how far current re-
quirements and enforcement policies ensure the respective purposes and in-
tended users’ reasonable expectations can be met. Such an exercise could also
identify shortcomings. As a starting point, the paper should differentiate between
the financial statements, management report and sustainability report and their
respective purposes, users and content. In our view, this would be more im-
portant than just briefiy addressing the respective standard setters for each of
these reporting vehicles.

We also recommend a clearer differentiation be made between financial and
non-financial information. For instance, whilst management reports include a lot
of “non-financial information“, nobody would question the financial relevance of
much of this information, e.g. information on market share, research and devel-
opment, business model, strategy etc.

We believe the value of the current reporting model is not sufficiently taken into
account. Despite some weaknesses and shortcomings, the current reporting
model does fulfil at least some of its functions, especially with regards to com-
pany law. Apart from this, we strongly support asking whether the current report-
ing model sufficiently fulfils its functions within the economy, whether it
measures / values the right things and whether it provides sufficient transparen-
cy. A discussion on the functions of corporate reporting would be helpful. Over-
all, we believe the paper does not take sufficient account of the legal frame-
works governing current corporate reporting practices. We would also like to ask
the Federation to assess whether the notion of “experimentation” is over-
emphasized in the paper. Experimentation seems to be necessary only where
management does not sufficiently know the company, its stakeholders, its oper-
ating environment and how its operations are likely to develop in the future. Un-
willingness to use corporate reporting as a communication tool beyond a mere
compliance exercise might also be a barrier to improved transparency.

The paper states that companies “guess” stakeholders’ information needs

(p. 19). We believe that materiality determination can be improved, especially
with regards to voluntary reporting, e.g. sustainability reporting. But we would
like to ask the Federation to include the role of standard setters in this discus-
sion, as report content is defined by standard setters in order to fulfil the particu-
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lar report's purpose and meet user needs - if anybody can be said to “guess”
user needs, this is perhaps the standard setter rather than individual companies.

Moreover, we do not believe that mere interest by stakeholders is sufficient to
make companies report certain issues {p. 25): indeed it is essential that the
concept of materiality be emphasized in this regard.

The ongoing digital transformation is likely to increase the importance of intan-
gible assets further. We suggest the paper include a discussion on how to ad-
vance accounting provisions to ensure that financial statements do not lose their
relevance. Moreover, financial statements do not generally reflect the external
impact of the company on its environment, as these — naturally — do not lead to
expenses and income, although such factors are increasingly important in un-
derstanding a company’s value creation.

To enable financial reporting to regain and enhance its relevance, it is important
to strike a balance between over-standardization through explicit reporting re-
quirements and under-standardization through largely principles-based frame-
works. On the one hand, highly standardized frameworks lead preparers to
adopt a checklist mentality, which facilitates monitoring by regulators. On the
other hand, too little standardization leads to frameworks not providing sufficient
suitable criteria needed for preparation and assurance purposes.

The paper provides a good overview of developments in reporting technology,
especially as to how these developments can help provide information to stake-
holders and how to engage with stakeholders. We suggest this information be
concentrated in one chapter, instead of being spread throughout the paper. The
Federation might also add that due to increased transparency, companies are
increasingly losing control over the information available to their stakeholders,
as other communication channels emerge: for instance, information on ethical
breaches can now be spread around the world within a few moments.

We believe new technology can help companies to evolve their reporting from a
minimalistic compliance-based approach to providing useful well thought
through information: we envisage that web-based reporting might lead to a large
pool of information, so that it might not always be clear to users whether a cer-
tain piece of information forms part of the notes to the company's financial
statements, its management report or a sustainability report — this would be
helpful for stakeholders, allowing them to obtain the information they deem rele-
vant. The risk is that users may then find it difficult to assess whether infor-
mation has been subject to external independent assurance or not. This might
widen the expectations gap. It might also negatively impact the perceived value
of assurance.
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To assess the key challenges in making non-financial information a topic for ex-
ecutive directors, it might be helpful to evaluate why financial information is an
issue for executive directors and how far mandatory reporting requirements, en-
forcement and liability issues play into this.

Any developments in regulations governing corporate reporting should be driven
by the respective users. The auditing profession should contribute based on its
extensive technical knowledge and vision as to how to move this debate for-
ward, Accounting and reporting requirements that lead to high-quality infor-
mation for users are crucial for the auditing profession, because if corporate re-
porting loses relevance, so will assurance on these reports. However, the audit-
ing profession should not be seen as the main interested party, but as a facilita-
tor.

We trust our comments will be useful in taking the discussion forward, and look
forward to working with the Federation in this regard. The IDW will be taking the
discussion forward in Germany: we will be hosting a Congress on the Future of
Corporate Reporting on 29 November 2016 in Berlin and we look forward to the
Federation's contribution.

Yours sincerely

Benen- Mo

Klaus-Peter Nauman



