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- Great pleasure to be here today
- Active involvement in the reporting agenda for 15 years
- Credit crunch provides a great opportunity to examine the reporting model
- Interesting to observe that through past crises the reporting model has been largely

ignored
- Not this time some would argue, but I believe the opportunities for change go well

beyond financial measurement and the role of fair value
- In the name of transparency, I should lay my cards on the table now - I believe we

need to fundamentally rethink the reporting model but in a considered way.

So in thinking about the future of reporting I want to put the reporting model under the
microscope and ask you to spend the next 25 minutes thinking about what the reporting
model needs to look like if it is to sustain the needs of society over the next 50 years.

Slide 2 - Agenda

So in brief I intend to
- Highlight the importance of reporting to the creation of a civil economy
- Explain the scope of information that needs to be reported
- Reflect on the short comings of the current model and the impact on those that are

involved with it
- And then look to the future

Slide 3 - Information - the life blood of a civil economy
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So let me start by suggesting that information is the life blood of today's capital markets
and the societies that rely upon them. I have used a diagram [see above] taken from some
work I did with David Pitt-Watson and Stephen Davies the authors of the book entitled -
"The New Capitalists" I would recommend it to you.

We have an ecosystem where information oils the moving parts of the model as at its
centre are companies, who interact with fund managers, independent monitors, civil
society organisations, and in turn with shareholders. All these organisations in one way or
other provide checks and balances on corporate behaviour and the information that is
available is critical to this process.

If this system is well oiled, if the information provides insight and understanding as to
what's happening inside companies, the system can work efficiently and effectively, if it
lacks oil or the wrong oil is used, then the system will operate, but it will do so below its
full capacity.

Is today's ecosystem running without oil? - Of course the answer is no. But I would
suggest the oil we are using was right for the combustion engine created in the 1960s but
has not advanced to meet the challenges of today’s advanced and more complex engine
technologies. Just as we are rethinking the world's regulatory model, so we should be
rethinking the scope of the reporting model.

Slide 4 - information - life blood - understanding reporting

So why do I argue that the reporting model is sub optimal?

Firstly, financial reporting dominates today's reporting model. That's fine, wealth creation
is critical to the capitalist system on which most of the world relies. But financial
reporting has its limitations, it can only do so much - it is never going to be able to
explain the dynamics of the business model, the risks and relationships to which a
business is exposed, the intangible drivers of success. Put simply, financial reporting is
important but we spend a disproportionate amount of time on it, to the detriment of other
aspects of business activity which need to be illuminated.

Secondly - there is a big difference between accounting, financial reporting and corporate
reporting. The three are very different. I would argue that the IASB, as its name
suggests, is more focused on accounting, financial measurement than on financial
reporting. We shouldn't criticise this, but we should understand it and its implications for
reporting. In particular, I feel that today's reporting model could be made much better if
more thought was given to helping the user navigate reports, bringing narrative and
financial information together, separating standing data for performance data - if we did
these things reporting would be more accessible and understandable.

So, I suggest we need to move beyond accounting and financial reporting and create a
common global corporate reporting framework for public companies. I'll explain the
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scope of this reporting model in the rest of this presentation but one critical issue I'd like
you all to think about is who should be responsible for the world of corporate reporting, a
world that goes beyond financial measurement and arguably demands the application of
different skills and knowledge.

Slide 5 - Critical building blocks of information

So what do I mean by corporate reporting? I've presented this today using a four box
diagram [see above] which highlights the critical building blocks of corporate reporting.
Over the past 15 years I have been researching the information needs of shareholders and
investors and you won't be surprised to hear that this is the information they say is
important to understanding a business, its risks and performance.

Today’s financial reporting model is focused on part of the bottom left box. It highlights
how much of the information set is not covered in any systematic way.

Critically, the credit crunch has highlighted the importance of so many areas listed on the
right. Rather than we list all these elements again I'd like to focus on one issue, the issue
of linkage and alignment.

When we talk about reporting it is critical we understand the linkage and alignment of the
information companies are asked to report. Our tendency is to think about reporting and
the information that's important as if it exists in a silo - financial information, strategy,
governance, remuneration, risk.....
- What we have learnt during the credit crunch is that financial information without the

right context can be misleading - revenues may have gone up by 10%, but if the
market has grown by 20%, things don't look so good.
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- Similarly, we should not be looking at financial performance in isolation of the risks
associated, as we all know above average performance comes with a cost.....

- And finally, we are now more understanding of the need to understand how the tone
from the top and remuneration and incentive structures impacted behaviours and the
appetite for risk.

The ability of reporting to expose these critical linkages is something we need to give
more thought to - but this could only be done if we think about reporting in an integrated
way.

Slide 6 - Today's inconvenient truth - issues which need consideration

I'd now like to develop this picture by highlighting a few critical issues that I believe
need to be considered:

• Scope and accessibility

- I should start by apologising to HSBC – it’s an over used example and they are only
doing what's demanded of them. But their annual report runs to more than 500 pages -
it has become the focus of much attention following complaint from post men who
refused to take more than two on their post round.

- I would suggest this report is inaccessible to the majority, including many who are
financially literate. Surely reporting is failing those it is meant to serve, if we are
unable to help the user see the wood from the trees.

• Adequacy of non financial information

- We did a survey of the narrative reporting of the FT500 companies 12 months ago -
let me play back a few of the findings

- Firstly, at least 50% of all reports are devoted to narrative and non financial
information - but the quality of this information is very variable - it lacks substance
and at worst could be described as nothing more than a marketing document.

To be more specific;
- Investors would argue that information on a company's market context and strategy is

critical to their understanding of competitive positioning, the direction of travel and
performance. This information should be the back bone on annual reports but this is
not the case.

- Risk, something which we are now more aware of - 80% of companies report on risks,
that means 20% do not. As importantly, only 16% of those reporting risks identified
those that are key to the business. How are we meant to interpret a company that says
it is exposed to 82 separate risks?

- And finally KPIs, here only 30% reported their KPIs, of which 82% were financial.
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Today, little time or effort is focused on this critical element of reporting, the front half of
the report, particularly by regulators and auditors. I would argue that this is a missed
opportunity and that we need an agreed global framework for the information contained
in the four box model I described earlier.

This does not mean the need for extensive rules and regulations, but we need to be clearer
about what's expected of companies and we should be reallocating effort to those areas
which have been largely ignored for too long.

• Convergence of sustainability reporting

It is also important that we anticipate tomorrow’s information needs, in particular we
must anticipate how sustainability reporting should be positioned. Carbon is the most
prominent issue and we must work hard to ensure we avoid having a proliferation of
measurement approaches and by default an approach to reporting which tries to crudely
bolt it into the current model in a hap hazard way. No one will thank us for this.

In addition we are currently seeing the green shoots of a move towards an "integrated
reporting" model, whereby CR reporting is integrated into the main annual report. What
this process reflects is a maturing of CR reporting, which up until now has not
commanded a central strategic position in company thinking or much board attention.

This is changing, yesterdays CR reporting, largely driven by issues of stakeholder
engagement and PR is no longer seen as good enough. But the answer to the reporting
challenge is not simply putting the financial and CR reports together, it requires a
fundamental rethink of reporting built upon what is material to business success.

• Final investor centricity - say shareholder centricity

The final issue, I want to touch on is the need to make reporting more shareholder centric.
This is both about providing analysts with the information they need to perform their
work, but perhaps as critically, the need to ensure the reporting model supports better
governance and shareholder oversight.

If we were to listen more to shareholders I think we would give greater recognition to the
fact that they are looking for better information and generally prefer accountants to
remain accountants, and allow them to do the valuations. They are generally practical
people and they see more disclosure as a way of improving many aspects of reporting.
They value non GAAP information, which is core to much of the IR process and I believe
if defined, should play a more central role in reporting.

And finally, and most critically, in exercising their oversight role, shareholders are
interested in the linkages I described earlier - particularly between, strategy, risk,
remuneration and performance where I know we could do a better job.
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Slide 7 - Impact on stakeholders

So how has all this impacted those involved in the reporting system? As we have learnt
from the credit crunch the greatest risk facing society is to believe that someone else is
minding the shop. I'll let you read how key stakeholders are responding to the current
reporting model.

I think you'll agree this is not a picture we should take a lot of comfort from.

Personally, the bit I worry about the most is that the undue focus on financial reporting
means that we have missed a lot of other important aspects of business performance that
needs to be illuminated. And for the financial element, it has become largely the domain
of the technically elite, even people inside my own organisation struggle with this, so I
am not surprised if most boards feel remote and excluded.

Slide 8 - The future - One information set - multiple views

So what of the future? I believe that reporting and those who have oversight for its
development and health will be responsible for a broader reporting model as described
earlier.

In creating a blueprint for the future of reporting we need to understand and assist
companies meet tomorrow’s challenges, some of which are listed on this slide. We need
to help companies
- Hard wire sustainability reporting into mainstream reporting - perhaps before we add

more, we need to help HSBC and others reduce the 500 page starting point.
- Explain what it is that drives success, from the tone from top, to strategy and the

ability to access increasingly scarce resources.

- Management adopt a compliance mindset to reporting

- Investor relations has become a parallel process

- Boards feel remote and excluded from reporting

- Reporting model does not support effective oversight (NEDs or
shareholders)

- Auditors spend disproportionate time on technical reporting

- Investors:
– spend substantial time unbundling the financials
– ignore significant elements
– seek alternative sources
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- Explain their business models, but this will need to go beyond the concept of control
in a world more dependent on business collaboration.

- Show that governance is effective.
- And finally, companies will need to provide a more holistic view of performance if

they are to retain their license to operate with the communities in which they operate.

All of this will be delivered to shareholders in a much more open environment, and I
have confidence that through rethinking the scope of reporting and by harnessing
technology we can assist stakeholders see the wood for the trees and have a better
understanding of business performance.

Slide 9 - G20 Commission

I wrote an article recently in the Financial Times which captures the essence of my
speech today. In response to it I received a note from Ira Milstein the renowned US
corporate governance guru. His note was simple - yes David your right we need to
rethink reporting but the question is how to make the change. There is no silver bullet,
there is no clear answer to what tomorrow's reporting model should contain, but I would
suggest we all have a responsibility to try to move this agenda forward, difficult though it
is.

Going back to the beginning of my speech - I believe the utility and effectiveness of the
reporting model is a critical public policy issue. The credit crunch and the climate
change agenda increase the opportunity and need for change.

The past is the past, but let us be clear financial reporting can only do so much and the
more we focus on this one element of performance the more exposed future generations
will be to a recurrence of a major event such as the credit crunch.

If I had a magic wand, I'd be asking the G20 leaders to sponsor a commission to look at
this whole opportunity, to look at reporting today
- To determine the information set that needs to support reporting tomorrow
- To develop the blueprint which can provide the foundations for change
- And critically, determine who should be responsible for overseeing and managing this

change.

Someone recently reminded me that it has taken us 100 years to get to a single financial
reporting model (well almost) - unfortunately this time around I don't think we have the
luxury of that much time. Thank you very much
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