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e ‘prudence’ and ‘conservatisn, align with risk management terms, like;
‘precautionary principle’

e ‘materiality’ align with risk management terms, like: ‘significant’ risks and
benefits and ‘acceptable levels’ of risk

e ‘net value’ align with risk management terms, like; ‘aggregating risks’ and
‘weighing’ positive negative effects.

Also, a closer alignment to risk management may assist in exp‘i&éringm—ﬁalternative
options for reporting. For example, it may be useful to compare and discuss options
in a format like those represented in Tables 1 and 2 below;

Table 1: Reporting of Contingencies — from a consequence/ materiality
perspective only |

If 100% confident the event will occur — estimate
and include in the Financial Figures.
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$ Consequence point of materiality

Whereas, if probability and consequence where more clearly aligned, it could be
argued annual reports may provide a more accurate and meaningful ‘true and fair

view’ — for example Table 2.
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Table 2: Reporting on Contingencies — from a joint probability/consequence
perspective

If 100% confident the event will occur — estimate
and include in the Financial Figures.
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$ Consequence point of materiality

That reporting standards be written to provide both a bottom line mandatory
rule based approach with a voluntary top of the line principle based approach,
in order for those entities attempting to reach high standards of reporting — as

per the mission of the FASB.

As outlined in Figure 1 below, there is a significant gap between what an entity Is
legally required to report (e.g. minimum standard) as against actual annual reports
produced (e.g. Citizenship and Sustainable Development Reports).

The dilemma for the FASB is ‘a true and fair view’ is interpreted very differently in
different market places, so some reports may produce ‘truer and fairer views’ than
others. For example, in order to meet the needs of socially responsible investors.

As this demand for higher standards is being driven by the investing public and the
public at large, being an increasing significant part of the FASB target market (i.e. the
publics identified on the FASB home page), the FASB, in order to remain relevant,
must acknowledge this growing gap and provide voluntary guidance to entities

- wanting to report at this higher level. -

FASB should also take cognisance of the needs of other stakeholders and their
needs and aspirations for quality information. Among these are labour unions and

communities.



Figure 1: The information Triangle
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Mandatory External Reporting -
what an entity must legally report.

4. That a principle-based approach underlie all financial reports preparation, but
be sufficiently flexible to allow national and regional variations within such a
framework to meet local legal requirements and public accountability

obligations.

New Zealand uses the same set of financial standards for both the public and private
sectors. Such an approach has been very successful from the point of view of report
users and report preparers and for example enables accountants to readily move
between sectors and simplifies education and training.

In regard to legal requirements, a higher standard of reporting is required of specific
public sector entities. For example; Local government in New Zealand is required by
the Local Government Act 2002 to include sustainability issues in its reporting and
community consultation. Notably, a recent article by Frame et al.14 (2003), stated:

The Act places a heavy emphasis on the need for local authorities to identify
‘community outcomes’ in order ‘to provide opportunities to discuss their desired
outcomes in terms of the present and future social, economic, environmental and
cultural wellbeing of the community’. The latter point is important in that it
places an additional emphasis on local authorities to report on the expected

effects of future actions.



5. Reporting financial uncertainties forms part of a larger reporting function to a
wide range of stakeholders.

Annual reports also provide narrative information in the form of management
commentary and act as a way of rectifying previous inaccuracies, as well as alerting
the reader to uncertain issues facing the entity. |

The SSIG supports the FASB in reviev\;i;lg the conceptual framework and the
management commentary. To this end, FASB may be interested in the following;

The Environment Court in New Zealand ordered a company as part of a conviction
for environmental non-compliance, to include specific details regarding a prosecution
in its annual report (Nuplex Judgment 2003). This was a first time in New Zealand
(and perhaps elsewhere) and adds weight to the value of Annual Reports, as key
providers of social and environmental information. The Court’s sentencing notes are

available at;
httg://sustainablefutgre.info_/slgtem/kngwledge base/includes/download_attachment.

asp?id=999&table=Atticle

The Australian and New Zealand Standards have developed interim General
guidelines on the verification, validation and assurance of environmental and

sustainability reports’— AS/NZS 5911(Int):2005.
www.standards.corn_.au/(;ajalogue/scrigt/DetaiIs.as_p?D_ocN=ASO73376525_4AT

An example of the use of this standard can be seen at;
www.landcareresea_rch_,_gogﬂgublications/annualre_port_0405/tonkin.asg.




End Note

Thank you for taking the time to read and consider this submission.

Importantly, we wish to emphasise the views expressed are the consensus views of
the undersigned members of the Sustainability Special Interest Group committee.
They are not necessarily the views of.the New Zealand Institute of Chartered
Accountants (the Institute) and in no way purport to be views of the Institute or its
membership. In the event that this Invitation to Comment progresses to an Exposure
Draft, the Committee looks forward to considering and presenting a more detailed

submission.

Thank you for inviting comments. [f there are any questions or queries, please do
not hesitate to contact the SSIG via;

Wendy McGuinness
P O Box 24222
Wellington

New Zealand

wmcg @ sustainablefuture.info
0064 21 781 200

Ray Skinner

Co-convenor Sustainability Group

Sustainability Matters

"Business achieving a tomorrow for tomorrow's children®

Phone: Office hours Mon - Wed (09) 302 5390; Methodist Mission Northern

All other times (09) 443 0773

eMail:_ray @ sustainabilitymatters.co.nz
Web: www.sustainabilitymatters.co.nz

Denis H. Bourke

Senior Lecturer

The Open Polytechnic of New Zealand
Private Bag 31-914

Lower Hutt, New Zealand

e-mail: denis.bourke @ openpolytechnic.ac.nz
phone: +64 +4 913-5723

fax: +64 +4 913-5656
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