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Message from the
Chairman

Dear IAFEI members,

It is my pleasure to present the 53rd issue of the IAFEI Quarterly.

I hope everyone is safe despite the COVID-19 virus globally and its variant and other public health

concerns.

With the opening of borders by most countries, business and leisure travel grew exponentially.

Although, this resulted to increased economic activity, the risk of contracting these diseases also

intensified.

This continues to prove that SUSTANABILITY should be at the top of our priorities.

I believe that we have the tools and the understanding to built a sustainable future. We’ve conducted

an ESG webinar last August with the help of professionals from Ernts & Young (EY) Greater China as

Resource Persons. Sustainable development will demand the integration of our economic, social and

environmental resources.

We will continue to improve the services that IAFEI provides to member organizations by providing

value proposition initiatives. I am excited to update you on the new programs soon. For any

suggestions and comments, you may share it through the IAFEI Secretariat at

mbvinluan.iafei@gmail.com and secretariat.iafei@gmail.com.

Thank you and all the best!

Sincerely,

XIAOJIANG PAN

Chairman
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Globally, there is increasing demand from a broad
range of stakeholders for organizations to provide
transparency about their sustainability, including
environmental, social and governance (ESG)
matters. There is also a global trend whereby
organizations are shifting from voluntary reporting
to reporting in accordance with requirements
mandated by their local jurisdictions. Sustainability
matters may indicate how an organization has
impacted the environment, people, and economy,
and vice versa. These matters may also have
impacts on financial reporting, for example, asset
impairments or restructuring efforts necessary to
mitigate climate-related risk. Here in Hong Kong,
the topic of sustainability reporting including ESG
and climate-related disclosures have been on the
agendas of both the Hong Kong Securities and
Futures Commission and Hong Kong Stock
Exchange. The investing community, those in
charge of governance and management are also
engaging in initiatives to promote both awareness
of the issues in the public interest, and improve
compliance with required disclosures and changes
to a company’s operating strategy to address the
sustainability-related impacts. As demand for
assurance on sustainability reporting grows, there
is an urgent need for globally accepted
international sustainability assurance standards
that can be used by all assurance professionals.
While International Standard on Assurance
Engagements (ISAE) 3000 (Revised) Assurance
Engagements Other than Audits or Reviews of
Historical Financial Information and ISAE 3410
Assurance Engagements on Greenhouse Gas
Statements as issued by the International Auditing
and Assurance Standards Board (IAASB) provide a
robust foundation for such engagements, and are
currently widely used by audit practitioners, the
IAASB’s strategic focus needs to be on:

CHINA

by Len Jui, The Deputy Chair of International Auditing and Assurance Standards Board 

and KPMG China Partner on the IAASB’s readiness to take action amid a growing 

demand for assurance on sustainability reporting

Charting the new era of globally accepted 

international sustainability assurance standards

a) Being the globally recognized standard setter
for assurance on sustainability reporting. In this
vein, it is essential that the IAASB is integrated in
discussions at global and jurisdictional levels, to
reinforce the IAASB’s rigorous due process that is
characterized by accountability, inclusiveness,
transparency, public consultation and public
oversight, and the quality of its auditing and
assurance standards. b) Focused actions to
respond to global needs for specific assurance
standards on sustainability reporting, which build
upon existing IAASB standards and guidance in a
priority manner. In delivering its work plan, the
IAASB is currently undertaking information
gathering and research activities to: • Understand
the topics (underlying subject matter), aspects
about the topics (aspects of the underlying
subject matter), mechanism for reporting (the
subject matter information), and reporting
standards (criteria) underlying sustainability
reporting.
• Understand the challenges in performing
assurance engagements on sustainability
reporting, and the urgency and priority of these
challenges. • Identify and prioritize possible
actions the IAASB should take in addressing
assurance on sustainability reporting. The IAASB’s
work will build upon its existing standards and
guidance that already deal with this topic more
broadly. In September, the board will consider an
outline of the project plan, a draft structure of the
standard, requirements to be brought in from
ISAE 3000 (Revised) and ISAE 3410 and, time
permitting, material from its Extended External
Reporting Guidance to be incorporated as
requirements in the standard. The IAASB’s key
stakeholders outreach will be ongoing as we
continue to focus on developing a set of globally
accepted international sustainability assurance
standards. The target is to have the project
proposal approved at the December meeting
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The IAASB have heard practitioners calling for

more guidance on assurance of sustainability

information to address a number of related

topics. However, it is important for the

reporting standards to continue to develop

under rigorous due process and finalized with

proper public oversight. It is encouraging to

see the significant developments being made

by the International Sustainability Standards

Board, the European Commission’s Corporate

Sustainability Reporting Directive and the

United States Securities and Exchange

Commission’s Proposed Rules to Enhance and

Standardize Climate-Related Disclosures for

Investors. The assurance standards need to be

reporting framework neutral, similar to the

IAASB’s International Standards on Auditing.

Therefore, it is important that the assurance

standards are capable of application to the

reporting standards without any gaps. The

development of a suite of International

Sustainability Assurance Standards (ISAS)

requires time and the proper due process

needs to be followed. The desired output is a

high-quality suite of standards that are able to

be applied by practitioners consistently across

the globe to achieve high quality sustainability

assurance engagements. The progress to

develop ISAS is an evolution process not a

revolution process. In the evolution process,

standards will be developed, updated and

continually improved to reflect changes in

reporting standards, address practical issues

and meet public interest needs. Stakeholders

such as national standardsetters, assurance

providers, users of information and regulators

all have key roles to play. Hong Kong is in a

unique position as a global financial hub built

on an established capital market infrastructure

and supported by effective regulatory

oversight and a mature accounting profession.

The IAASB looks forward to engaging with

stakeholders in Hong Kong as it embarks on

the evolution of high-quality assurance

standards in support of high-quality

sustainability reporting in the public interest.

Len Jui
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I.Introduction In 2019, the Business Roundtable
issued a statement that redefined the purpose of
corporations, broadening corporate goals from a
focus on shareholders to include consideration of a
wider range of stakeholders, including customers,
employees, suppliers, and communities (Business
Roundtable, 2019). This statement represents a
dramatic shift in corporate responsibility from a US
perspective, but aligns with many initiatives that
have been occurring worldwide. From a corporate
reporting standpoint, a broader notion of
corporate responsibility is reflected in the
requirements to provide Integrated Reports (King,
2009) in South Africa, Strategic Reports in the UK
(The Companies Act, 2006), disclosure of social and
environmental information for companies in the
European Union (EU) (Directive 2014/95/EU), and
mandatory CSR reporting in China (CRSC, 2018).
Although increasingly mandated in many parts of
the world, the choice to report and the precise
format of sustainability reporting largely remain at
the company’s discretion and circumstance (Carp
et al., 2019). This creates huge variation in the
nature and value of the reported information. In
the absence of specific mandates, but with
increasing pressure on organizations to provide
sustainabilityrelated information, there has been a
deluge of promulgated reporting frameworks and
standards. A 2020 European Financial Reporting
Advisory Group (EFRAG) study found 17 different
standards and frameworks used by European
Union companies for climate-related reporting
alone (EFRAG, 2020). In this paper, we develop a
taxonomy to analyze the nature of commonly-used
forms of reporting and explore trends in the
concepts underlying their structure. We find that
sustainability reporting is moving from an emphasis
on reporting outputs to more introspective
discussion of firm processes related to
sustainability, which we argue, reflects an
increasing management accounting orientation for
the guidance. We also discuss the potential for
companies to “greenwash” and obfuscate
performance under more processoriented
reporting approaches and the necessity for
assurance to evolve to curtail this type of behavior.

CHINA
Naomi Siegel Soderstrom, Anas-Ur-Rasheed Khan, Rachel Alexandra Solano 

Department of Accounting, University of Melbourne

The Management Accounting (R)Evolution in 

Sustainability Reporting

The overarching goal of corporate reporting to
support decision-making has not changed over
time. What has changed is the underlying concept
of sustainability and form in which it is reported.
Current reporting guidance ranges from
standards that identify specific metrics to be
presented in standalone reports (e.g., Global
Reporting Initiative, GRI) or included in corporate
financial statements (e.g., Sustainability
Accounting Standards Board, SASB), to broader
frameworks that focus on reporting principles
rather than specific metrics (e.g., Integrated
Reporting, “”).1 Some guidance focuses on
individual sustainability dimensions, such as the
environmental focus of Climate Disclosure
Standards Board (CDSB) and Taskforce on
Climate-Related Financial Disclosures (TCFD)
standards. Others, such as the framework and GRI
standards address multiple dimensions of
sustainability, including not only environmental,
but also social, economic, and governance
dimensions. Although standalone sustainability
reports and sustainability reporting included in
financial reports primarily focus on stakeholders
that are external to the company, the information
reported can also be useful internally, as
companies seek to understand and manage their
material sustainability impacts (Corporate
Reporting Dialogue, 2016). Sustainability
information can feed into management control
systems and internal reporting systems that
facilitate decision-making regarding costs,
riskmanagement, internal budgeting, etc.
However, the level of integration of
sustainabilityrelated information into these
systems varies dramatically (Gond et al., 2012). In
addition to informing stakeholders, nonfinancial
sustainability information contained in external
reports can provide guidance for managers in
measuring and incentivizing sustainability
performance (i.e., “you manage what you
measure”). Reporting on sustainability helps
companies solidify their understanding and
definition of sustainability concepts within their
company’s context, reflect on their past
performance, and plan for future implementation
of activities (Zambon and Del Bello 2005).
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exemplifies this concept; although purports to

focus on support for external providers of

capital (IIRC, 2013), the framework speaks to a

much broader range of stakeholders by

emphasizing an organization’s social

awareness and subsequent image through a

multi-dimensional reflection of how the

company creates value (Deegan and

Blomquist, 2006). This “Integrated Thinking”

aspect of obliges managers to incorporate

sustainability aspects into their internal

decision-making. The focus on driving

management decision-making through

reporting has become an increasing theme of

standards and frameworks over the last 20+

years of sustainability reporting. A s o u r d i s c

u s s i o n s u g g e s t s , s o m e frameworks

and standards are closer to traditional

financial accounting disclosures that cater to

the information needs of external providers of

capital and focus on outputs and performance-

based measures. Others are more process-

oriented and are better characterized as

having a more management accounting

approach, which encourages managers to

consider sustainability impacts on their

organizations and change internal processes to

become more sustainable. We argue that

there is a general move away from the more

external output-oriented forms of disclosures

to more internal, process-oriented forms. We

use the general terms “output” versus

“process” to differentiate between these

approaches.1 Based upon the output/process

distinction, we develop a taxonomy and use it

to explore prominent forms of guidance and

identify reporting trends. This exercise is

particularly important given the largely

voluntary nature of sustainability reporting.

Our analysis provides insight into the balance

between output- and process-based reporting

approaches and can help report users (both

internal and external) better interpret

company disclosures.

II.Reporting Taxonomy Our four-dimensional guidance

taxonomy is depicted in Table 1. While not exhaustive,

these dimensions help us explore whether there has

been an ideological shift in frameworks and standards

over time. Based upon our analysis, we find that there

is a general evolution of reporting standards and

frameworks from relatively straight forward

retrospective and output-focused reporting of non-

financial performance metrics toward a more

forwardlooking and process-focused orientation,

encouraging management to consider sustainability

throughout the company’s strategic and operational

decision-making. The first dimension of our taxonomy,

stakeholders, asks two questions: ① who are the

focal stakeholders identified as the report’s audience;

② to what extent can organizations determine who

the focal stakeholders should be. This dimension helps

us understand whether the guidance encourages

companies to go through the process of identifying key

stakeholders, or if the focal stakeholder is predefined.

This distinction provides insights into the number of

guidance-driven requirements for companies to

understand themselves and the nature of their social

responsibility. The second dimension, issues, concerns

the sustainability topics covered by the guidance.

Although the specific areas included are partially

informed by the nature of the focal stakeholders,

there is still variation across different forms of

guidance. This variation is based upon the underlying

goals and values of the groups framing the guidance,

for example, a focus on environmental issues or a

broader definition of sustainability. The third

dimension, temporal focus, identifies the degree to

which the standard or framework is retrospective or

prospective (see the Social Performance Model of

Carroll 1979). Retrospective reporting focuses on a

summary of actual performance over the prior period.

Prospective reporting is focused on activities and

events that have not happened, so it must rely on

projections, estimates, and incomplete information.

The choice of temporality thus impacts the verifiability

and completeness of the reported information. We

note that similar to financial reporting, the choice to

report retrospectively does not preclude companies

from providing insights into the future, since the

historical information can be used to develop

projections. Finally, the fourth dimension, orientation,

identifies the degree of process versus output focus

implied by the guidance. More outputfocused

guidance centers around detailing
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information for decision-makers without 
providing strong incentives for managers to 
examine their strategies, products, and 
processes. Process-focused guidance includes 
requirements for companies to articulate their 
sustainability strategies and goals, examine their 
internal processes using a sustainability lens, 
and identify areas where sustainability 
performance can be improved. Using the 
structure provided by our taxonomy, we 
examine a set of key frameworks and standards. 
We chose these forms of guidance based upon 
their prominence and the diversity of reporting 
that they represent. In addition to placing each 
form of guidance within our framework 
(summarized in Table 1), we provide a brief 
description of its key features. Figure 1 places 
each form of guidance within a timeline. This 
allows us to visually explore trends in the 
evolution of reporting approaches across time.

1. Carbon Disclosure Project (CDP)
The Carbon Disclosure Project (CDP) 

started out as voluntary database where 
organizations could report their carbon 
emissions, with their first questionnaire 
distributed in 2003

Since then, the CDP has broadened the scope of 
information to encompass a large number of
metrics concerning environment, forests, and 
water security. Rather than comprising 
individual reports developed and distributed by 
the reporting companies themselves, CDP serves 
as an aggregator, tracking retrospective global 
carbon and other environmental indicators and 
providing data. CDP also produces reports 
derived from the data to submitting companies 
and investors. CDP entered a collaboration with 
GRI in 2013 to align their reporting frameworks 
and currently links questions and the 
benchmarking reports they produce to other 
guidance such as the United Nation’s 
Sustainable Development Goals (SDGs) and 
TCFD recommendations. CDP’s goals are focused 
on global environmental issues, seeking to elicit 
“corporate awareness through measurement 
and disclosure… (to promote) effective 
management of carbon and climate change 
risk.”

CDP’s orientation is primarily output-
focused. CDP’s stakeholders are determined by 
CDP itself, primarily comprising stakeholders 
with financial interests. These stakeholders are 
generally external to the company,
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although managers can use their data in

combination with data from other companies

for benchmarking exercises. The questions

included in the CDP surveys are primarily

direct, although there are some opportunities

for companies to provide some additional

information through freeform answers. When

CDP started aligning its questionnaire with

other forms of reporting guidance, they added

questions for some areas that are more

internally-focused. However, these questions

are fairly direct, for example, governance

questions include: “where is the highest level

of direct responsibility for climate change with

your organization?” and “Do you provide

incentives for the management of climate

change issues, including the attainment of

targets?” (CDP, 2020). Inclusion of questions

derived from other reporting standards and

frameworks comprise summaries of activities

related to issues required by the other

frameworks rather than representing a

fundamental concept underlying CDP’s own

reporting structure. Including these broader

questions has the potential to incentivize

managers to examine their sustainability

strategies and the effectiveness of their

processes. However, because the issues are

not integral to CDP, such a result would only

be indirectly driven by management’s

reactions to the response of stakeholders once

the data are disclosed rather than directly

stimulated by reporting via CDP.

2. Global Reporting Initiative (GRI)

GRI, was founded by the United

Nations Environment Programme (UNEP),

Ceres, and the Tellus Institute in 1997 with the

goal developing a “universal framework to

measure and report on organizational

economic, environmental, and social

performance” (GRI, 2008, p.2). The first GRI

guidelines (G1) were released as a pilot in

2000. In 2002, GRI hit a major milestone, with

publication of a second version of the

guidelines (G2) and formal inauguration at the

United Nations as a Collaborating Centre of

UNEP. Since then, the guidelines have evolved,

with periodic releases.

The most recent version was reframed as a reporting

“standard” with specific reporting requirements rather

than a “guideline” comprising suggested report

elements. In conjunction with the reframing of the

guidance, in 2015, the GRI established a separate

standards board, the GSSB, underscoring the

significant difference between providing guidance

versus setting disclosure standards. KPMG (2017) finds

that GRI is the most popular framework for corporate

responsibility reporting, with 75% of the largest 250

companies in the world following GRI in their

reporting.

Early versions of the guidance (e.g., G 2 ) were

more output-oriented and retrospective, with a

substantial portion of the guidelines comprising

reporting of suggested sustainability indicators.

Although the guidelines require discussion of the

company’s sustainability strategy, governance

structure, and management systems, the focus was on

“articulating and understanding contributions of the

reporting organizations to sustainable development”

(GRI, 2002, p. 1).1 The guidance fosters a primarily

indirect impact on process, since “sustainability

reporting opens internal conversations where they

would not otherwise occur” (GRI, 2002, p. 4). G2 was

specifically not designed to be a management system

(GRI, 2002). Instead, the objective of the guidance was

to help companies prepare reports that present a

balanced picture of sustainability performance,

promote comparability, facilitate benchmarking, and

serve as a data source that can foster discussions

about the organization’s sustainability. The recent GRI

standard continues to focus on the themes from the

earlier guidance but has a much more developed set

of performance indicators and provides increased

guidance for the assurance of the GRI reports.

Although still not directly focusing on process, GRI has

developed linkages between the information reported

under GRI standards and other more process-focused

initiatives, including ISO 26000, which provides

guidance on integrating social responsibility

throughout organizations2 and the UN’s Sustainable

Development Goals3 , which include specific targets

for business to support. These linkages help provide

well developed metrics that companies can use to

track their progress in improving sustainability related

processes that are the focus of other forms of

guidance.
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Based upon GRI’s evolution and its increased influence

on measurement to impact company process, we

depict G2 guidelines and the GRI standard separately in

Figure 1.4 A defining characteristic of GRI throughout

its evolution is the focal stakeholder for reporting. One

of GRI’s fundamental reporting principles is

“inclusiveness”, where companies are encouraged to

engage a wide range of stakeholders to determine the

contents of their sustainability report. As GRI notes, the

range of users of a sustainability report is much broader

than that of financial reports (GRI, 2002). Both GRI

guidelines and the GRI standards require companies to

discuss the process of stakeholder engagement and

explanation of stakeholder prioritization for reporting.

3. Climate Disclosure Standards Board (CDSB)

The CDSB was founded in 2007. It is an off

shoot of the CDP, who hosts CDSB’s Secretariat and is

responsible for basic management of the CDSB. The

Board itself is comprised of leaders from a number of

business and environmental non-governmental

agencies, currently including members from CDP and

SASB (described below). Throughout its history, the

intention of the CDSB Framework has been to integrate

information into mainstream reporting (i.e., corporate

annual reports) to support decisionmaking by investors.

The focus of CDSB’s Climate Change Reporting

Framework was originally limited to climate change-

related risks and opportunities. The scope increased in

2013 to include environmental information and natural

capital. The Framework was updated in 2018 to

highlight linkages between its recommendations and

those of 20 different forms of reporting guidance. The

relation between the CDSB framework and TCFD is

particularly showcased, since “the CDSB Framework is

an essential tool for companies seeking to implement

the TCFD Recommendations” (CDSB, 2018, p. 2).

The CDSB framework includes both qualitative

and quantitative disclosures. Suggested disclosures are

primarily retrospective, although discussion of climate

risks (either qualitative or through quantitative scenario

analyses per TCFD recommendations) is inherently

forward-looking. The framework does not present or

stipulate specific managerial tools, although it does

have some process focus, since it challenges companies

to disclose the results of a deep analysis of and

company response to material impacts of climate

change on strategies and operations. An interesting

aspect of the framework is that the framework directs

that disclosures be integrated throughout the annual

reports (or provide cross-references) to explain the

links between the organization’s (sic) governance,

strategy, policy outcomes, risk management and

environmental performance (metrics and targets)

(CDSB, 2018, p. 16). This reporting requirement

encourages companies to integrate environmental

issues into their overall business concept and

operations. However, the framework maintains a

largely output orientation since it builds on its CDP

history (Thistlethwaite and Paterson, 2015) and

relies on other frameworks, many of which are

output-oriented, to inform suggested disclosures.

4. International Integrated Reporting Council

The International Integrated Reporting

Council (IIRC), which was formed in 2010,

spearheaded a paradigm shift in corporate reporting

sustainability reporting with the notion of

“Integrated Reporting”. An integrated report

“provides a clear and concise representation of how

an organization demonstrates stewardship and how

it creates value, now and in the future.” (IIRC, 2011,

p. 6). The stated focal stakeholders are investors and

other external providers of capital, although the IIRC

views the reports as providing valuable information

to a wide range of stakeholders (IIRC, 2013). Since its

inception, has become increasingly popular as a

reporting strategy (KPMG, 2017).

Key to the concept of value creation for is

“integrated thinking”, in which organizations employ

and impact six different types of capital (financial,

manufactured, intellectual, human, social and

relationship, and natural capitals) as they create

value through their business processes. Integration

means that all of the capitals and their impacts must

be evaluated together, including both positive and

negative impacts (IIRC, 2020). The result of

integrated thinking is then communicated through a

single concise report that helps investors (and other

stakeholders) understand “how an organization’s

strategy, governance, performance and prospects, in

the context of its external environment, lead to the

creation of value in the short, medium and long

term.”1 This concept is a contrast to the traditional

financial report, which focuses on retrospective

reporting of financial information (i.e., only financial

capital).

represents a radical shift from the other

frameworks and standards through its emphasis on

internal processes, making the report as almost a

byproduct of the process exercise: “The IIRC’s long

term vision is a world in which integrated thinking is

embedded within mainstream business practice
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in the public and private sectors, facilitated by

Integrated Reporting as the corporate

reporting norm” (emphasis added) (IIRC, 2013,

p.2). Although many companies view as the

catalyst to enhance integrated thinking, it is

possible to score highly on integrated thinking

principles without producing an integrated

report (Deloitte, 2015). Although is clearly

strongly process-oriented, its focus on

reporting of material aspects and the defined

nature of the capitals orient somewhat toward

an output-based perspective.

5. Sustainability Accounting Standards Board

(SASB)

SASB was founded in 2011 with the

mission to support investors through

development of disclosure standards that

supplement annual financial reports and

provide information about sustainability issues

that are most likely to have financially material

impacts on the company.1 SASB has

developed reporting standards that are

industry-specific and are based upon a

multistakeholder analysis of sustainability

issues for each industry. The standards are

designed to provide guidance for (primarily)

non-financial disclosures that are outside of

the financial statements themselves, but are

part of the additional information that is

included in other portions of the annual

report, such as in the Management Discussion

and Analysis portion of US 10-K filings. SASB

standards include consideration of five broad

sustainability dimensions: environment, social

capital, human capital, business model and

innovation, and leadership and governance.

Although designed to supplement US

regulatory filings, SASB’s standards have been

included in discussions of revisions to

international financial reporting standards

(International Accounting Standards Board,

2019) and SASB has worked with other groups

to harmonize and advance sustainability

reporting.

Under SASB standards, companies

have leeway in choosing topics to report,

although the standards define which topics

should be considered.

Most of the information is retrospective, since (as the

SASB standards note) forward-looking statements in

financial reports must be carefully crafted to avoid civil

liability for material misstatements. SASB’s emphasis

on defined reporting measures, standardization,

comparability across companies within an industry

(SASB, 2017) makes SASB standards fundamentally

outputoriented. The standards include reporting on

internal processes, (primarily through the business

model and innovation, and leadership and governance

dimensions), but these disclosures focus on

communication of outputs from company processes

rather than driving an understanding of and change in

the processes.

6. Task Force on Climate-Related Financial

Disclosures (TCFD)

The TCFD was established by the Financial

Stability Board, which monitors and makes

recommendations about the global financial system

(https://www.fsb.org/about/.). TCFD’s task was to

develop recommendations for climate-related

disclosures that could “promote more informed

investment, credit, and insurance underwriting

decisions” and “in turn would enable stakeholders to

understand better the concentrations of carbon-

related assets in the financial sector and the financial

system’s exposures to climate-related risks.” (TCFD,

2017, P. 8). TCFD disclosure recommendations were

first released in June, 2017. With a focus on

understanding potential financial impacts of climate

change on business, TCFD presents a forward-looking,

risk-based, and processoriented model. Disclosing

companies are asked to evaluate and disclose climate-

related risks associated with physical damage from

extreme weather events, changing weather patterns,

and rising temperatures and sea levels, as well as

policy and legal, technology, market, and reputation

risks associated with transition to a lower carbon

economy. In addition to risks, companies are asked to

evaluate potential opportunities related to resource

efficiency, changing energy sources, new or improve

products and services, markets, and “resilience”,

which includes participation in innovative energy-

related programs and employing resource

substitution/diversification (TCFD, 2017).

Similar to many other forms of sustainability

guidance, the TCFD framework include sustainability-

related disclosures centered on climate change such as

governance mechanisms, risk management processes

and GHG-related metrics, and any related targets.
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TCFD recommendations have been

gaining acceptance, but uptake has been

somewhat slow. In their 2019 status report, TCFD

notes that on average only 3.6 out of the 11 (5)

recommended disclosures for organizations with

(without) material climate risks are made globally

(TCFD, 2019). This is likely due to the complexity

of the disclosures, difficulty of integrating the

disclosures into mainstream reporting, and

company reticence to disclose information that is

proprietary. In spite of the low rate of adoption,

given the urgency related to climate change and

increased interest in disclosures, it is likely that

TCFD recommendations will become mandatory

disclosure in many jurisdictions. In 2019, the

United Kingdom’s Green Finance Strategy

included an expectation that all listed companies

and large asset owners must disclose in line with

TCFD recommendations by 2022 (HM

Government, 2019). In a CDSB blog posting,

Nadine Robinson, CDSP’s Technical Director,

noted that multiple governments are signaling

that they want to make some form of TCFD

disclosure recommendations mandatory. In many

jurisdictions, there would be little or no additional

regulatory requirements to make such disclosure

mandatory.1 Further, many of the other reporting

frameworks and guidance are explicitly aligning

themselves with TCFD framework (see Corporate

Reporting Dialogue, 2019).

The key aspect that differentiates

TCFD from other guidance is the

recommendation that companies

perform scenario analyses. These

analyses are aimed at providing

investors with information regarding

resilience of the company’s strategy

in the face of climate change impacts.

TCFD guidance recommends that

reporters include disclosure of

impacts to the company of different

climate-related scenarios, including a

2°C or lower scenario. The guidance is

unique in that it proposes that

companies perform a specific type of

risk analysis, which is highly

introspective and compels

organizations to change internal

processes to enable management of

the identified risks and opportunities.

Figure 1 provides a visual comparison of the

frameworks along key dimensions of our

taxonomy and over time. In the figure 1, we

subjectively place each form of guidance along

the y-axis, based upon their relative output versus

process focus. We place each form of guidance

along the x-axis, based upon when the standard

or framework as originally conceptualized was

promulgated. As we note in our discussion, there

is increasing alignment of the standards and

frameworks—Figure 1 is based upon the

conceptual approach that formed the basis for

establishment of the framework or standard. We

include both GRI (G2) and the GRI standard

because of the significant evolution in GRI

reporting from “guidelines” to standards. The size

of the icon indicates the breadth of focus (e.g.,

environment alone versus other dimensions of

sustainability) of the guidance. With the exception

of SASB, Figure 1 indicates a growth over time

toward more process-based reporting. Further,

newer versions of existing standards tend to

include more of a process focus; the GRI

standards are more process focused than GRI G2

and CDSB, which is an offshoot of CDP, is

relatively more process focused. The breadth of

reporting is also generally increasing. These

trends are likely to continue as the degree of

alignment in frameworks increases.
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SASB and GRI have announced a collaborative

effort to coordinate their standards and

explain how the standards complement each

other (Makower, 2020). In January 2020, at

the request of the World Economic Forum’s

International Business Council, the Big Four

accounting firms prepared a consultation draft

that recommends a set of core metrics and

disclosures2 that companies should provide.

The recommended disclosures draw from all

the existing standards that we have discussed

(and others), and further, align the suggested

disclosures with the United Nations’

Sustainable Development Goals. 3 As of

writing this article, these proposed standards

are under consultation and have not been

finalized.

III. Discussion and Conclusion

As the impacts of climate change

become more apparent and there are growing

concerns regarding other sustainability-related

issues such and income and racial inequality

and human rights, organizations are

increasingly being asked to report on their

sustainability performance. Unlike traditional

financial reporting, sustainability reporting is

largely voluntary and there are a multitude of

standards and frameworks that firms use to

guide their disclosure strategy. Based upon

development of a reporting taxonomy and

analysis of major reporting frameworks, we

argue that sustainability reporting is moving

from an emphasis on reporting outputs to an

introspective discussion of firm processes

related to sustainability. This change moves

sustainability reporting from what is arguably

closer to a financial accounting approach,

where in reporting is fundamentally based

upon the outcome of prior performance, to

more of a management accounting approach,

where the information provided can help

managers to incorporate sustainability into

their strategy formulation, strategy

implementation, performance measurement,

and provision of incentives. This evolution in

reporting does not represent a reduction in

the importance of providing information that

is relevant to external stakeholders.

Indeed, all of the reporting frameworks that we

discuss encourage companies to report to some extent

on how sustainability is addressed through the firm’s

strategies, policies, and processes. Reporting from a

more management accounting standpoint can help

decision-makers external to the organization. In

addition to the metrics themselves and underlying

performance, the choice of what to report and the

extent to which the firm implements the chosen form

of guidance can help external report users gain

insights into the firm’s understanding of its social

obligation, responsibility, and responsiveness (Sethi,

1979).

The voluntary nature of reporting exacerbates

the possibility of firms using sustainability reporting to

“greenwash” rather than to provide a faithful

representation of their performance and commitment

to sustainability. This issue is reflected in

inconsistencies across different forms of reporting and

company strategies. As an example, Amazon’s CEO,

Jeff Bezos, was one of the co-signers of the Business

Roundtable’s (2019) statement on the importance of

sustainability in business. One of the commitments in

the statement was “investing in our

employees…dealing fairly and ethically with our

suppliers…supporting the communities in which we

work…[and] generating long-term value for

shareholders”. However, less than a month later,

Amazon announced that one of its subsidiaries, Whole

Foods, would be ending medical benefits for part-time

workers.2 Interestingly, Amazon’s 2019 Annual Report

cites “sustainability” only once, in reference to

measuring Amazon’s carbon footprint,3 The report

refers to climate only through its Climate Pledge

commitment to be net zero carbon by 2040 and

refrains from discussing climate change in the risk

analysis section of the report, even though they “have

extensive physical infrastructure and deliver more

than 10 billion items worldwide in a year”. In a

separate sustainability report,4 Amazon provides

indepth discussion of its efforts to reduce carb

emissions, address human rights issues along their

supply chain, empower their employees and partners

to support sustainability, and other issues. Consistent

with Annual Report disclosures, the sustainability

report does not include any discussion in the spirit of

TCFD recommendations concerning the impact of

climate change on Amazon’s operations.



5
3

rd
Is

su
e

2
0
2
2
  

N
o

v
e
m

b
e
r

2 15

In consistencies across different types of corporate

reporting is one of the issues that the IIRC hopes to

address with . Firms that have internalized

sustainability and are integrating sustainability

throughout their organization should have more

consistent reporting.

As sustainability reporting evolves to

encompass more of a process and forward looking

focus, it may become easier for companies to

obfuscate the nature of their sustainability-related

activities. An output orientation facilitates reporting

of data that are quantitative, consistent across

companies and over time, and are verifiable. A more

management accounting and process-oriented

approach encourages disclosure of information that is

more likely to be qualitative, unique to each firm, and

more forward-looking.1 These characteristics can

make the disclosures less credible. Assurance plays a

large role by providing confidence in reported

information and can discipline managers to report

faithfully. Research indicates that report users find

assured sustainability reports to be more credible

(Pflugrath, Roebuck and Simnett, 2011) and that

assurance improves the quality of reporting (Pinnuck,

Ranasinghe, Soderstrom and Zhou, 2020). However,

overall the level of assurance for sustainability-related

information is much lower than for financial

statement audits.2 This is likely driven by the variety

of sustainability frameworks and standards, the more

qualitative and forward-looking nature of information

disclosed, and the voluntary nature of both reporting

and assurance. As corporate sustainability reporting

evolves in ways that move the reporting further away

from a traditional output focus, it is imperative that

assurance methodology also evolves. This will help

ensure successful achievement of sustainability

reporting guidance’s underlying objectives of

providing external report users with an understanding

of the firm’s sustainability performance and

encouraging management to include sustainability in

their strategy.
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Whether and when T – Mobile US will ever

pay a dividend, leaves the CFO Christian

Illek unanswered. At the cell towers the M &

A wheel is turning around. And also at the

chronically sick business clients division

partial divestments are possible. The

ownership at BT – Group, though, is not for

sale. Meanwhile, states the CFO, there have

naturally happened valuation decreases.

Mr. Illek, the Telekom Group has advanced

well, strategically, in the past years, and

this pays off in the operating business,

especially also in the USA. It does not

translate, though, into the dividend and the

investors are grumbling, that not enough of

the growing cash flow is arriving at them.

Will this ratio over the medium term again

determine more the dividend ?

We have a clear dividend policy. We continue

to regard the restated earnings per share as

the right measure, at which the dividend is

oriented. Because the earnings per share do

reflect the ownership situations at the various

group companies.

GERMANY

Interview with Mr Christian Illek, CFO of  Deutsche Telekom AG 

The interview was made by Heidi Gohde.

We Do Not Need More Regulation
— From the Börsen-Zeitung, Frankfurt am Main, Germany, June 15, 16, 2022, article provided by 

GEFIU, now CFO Forum Deutschland, Association of Chief Financial Officers Germany, The 

German IAFEI Member Association

It thus also reflects, which portion really

economically relates to the shareholders of

Deutsche Telekom, after considering the

portions of the external investors. We are

managing since 2020 at record speed the

integration of Sprint in the USA into the

Group. This at the beginning - also in this

year - is lowering our earnings. But we have

envisaged a significant growth at the cash

flow and also at the restated earnings per

share, to the amount of over 18 billion €,

respectively more than 1,75 € per share in

2024. This is meant to reflect itself alongside

our dividend policy also in increasing

dividends, and thus reward the patience of

our shareholders.

When will T – Mobile US pay a dividend ?

At this, the Telekom as major shareholder

is not without influence.

The management of T – Mobile US has

signaled, that between 2023 and 2025 a total

of up to 60 billion Dollar will be made

available for dividends to the shareholders..

This shows, which growth potential especially

by way of the merger with Sprint is inherent in

the Group. At this wants T – Mobile US its

shareholders to participate. In which form,

whether through dividends or through share

buybacks, the corporation will decide when

time will have come.

How, then, the shareholders of Telekom

can participate in the performance of the

Group?

Here it is about two dimensions:

Shareholders as a matter of principle, do

benefit on the one hand from the value

increase of the share, and on the other hand

from the dividend policy.
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Green Bonds are in the trend. Also in the

industry, where other corporations already show

interest savings which they achieve by

conformity to ESG criteria. What do you expect?

For us this will be a first experience, because so far

we have not yet issued such a bond. Also , we are

not issuing it for commercial reasons, but because

we have given ourselves defined ESG targets. In so

far it is also a signal to our inside. In addition to this,

we have to first see, to which higher level interest

rates will move in the fourth quarter. The is presently

an increasing trend, especially at the longer end, and

with a view to inflation we have to expect, that over

the longer term, we shall not see any more the

interest rate level, to which we have been used in

the past years.

How high then is the interest expense of the

Telekom, respectively the average interest rate?

We have in the Group an interest expense of 3.9

billion Euro for the financial debt, without leasing. Of

this, 85 % relate to the US business. All present

financings in the USA have a fixed interest for an

average maturity of ten years., In addition, in the

coming years, here several old Sprint bonds with

coupons between 6 and almost 8 percent are

expiring. We have, with net financial debt, without

leasing, outside the USA, of roundabout 32 billion

Euro an interest expense of roundabout 0.6 billion

Euro. The reason for this is naturally, that we are

coming out of a time of extremely low interest rates.

Here, that is at the liabilities ex USA, we expect, on

the basis of present forecasts, in the capital market

in the current year a low double digit amount as

expense from rising interest rates.

Our planned earnings growth is meant to

influence both positively. The value of the T -

Share is meant to increase with higher

earnings. Through our dividend policy and

with increasing earnings, also the dividend is

intended to grow. Once again: We are

planning an increase at the earnings per

share from 1,22 Euro 2021 to more than 1,75

Euro per share 2024. In total, the

shareholders should then benefit from both

factors.

The significant debt mountain at last has

grown further. Are there plans - also with

a view to the business dynamics in the

USA - to perhaps de-leverage somewhat

faster than planned, now when the

interest rates are rising?

We have roundabout 136 billion Euro net

debt. Of which 98 billion Euro are net

financial debt, without leasing. They, in the

first quarter, have decreased against the

preceding quarter by 2.5 billion Euro. Our

debt ratio will improve already also alone by

our increasing operation earnings (ebitda).

When we will increase our ebitda in a

sustained way, then I am also not forced, to

lower the debt significantly. But we have an

ambitious target: The targeted debt range is

2,25 to 2,75 as factor of the total net financial

debt, including leasing, to the restated

ebitda: There we are not yet for a while, but

we want to be there by 2024. In the

meantime, all three big rating agencies are

reflecting in their evaluations, that in an

operating manner we are on a solid way, in

order to attain our targeted objectives.

The Telekom must refinance this year 7

billion Euro. Will you soon tap the capital

market?

In the present year the situation is relatively

relaxed. The number, which you mention, is

the maturities of all group companies 2022.

T – Mobile US this year has maturities of

roundabout 3.9 billion Dollar and is financing

itself. Above that it has repaid a Group

internal refinancing. In addition, the

divestment of T – Mobile NL has brought us

a cash flow of roundabout 4 billion Euro. For

taking up debt capital we are therefore

looking at the second half year. Here we can

imagine to issue a sustainable bond.
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As is heard of, Telekom is negociating with

Vodafone respectively Vantage Towers

about the creation of a “national Champion”

in mobile phone infrastructure - in

accordance with the model Italy one could

say. There, the deal was approved by the

European Union on the basis of an Open

Access. Should this here not be acceptable

in view of the enormous market power,

would you also generate a regulated

Champion?

Once again: We are not commenting on

speculations in the media. But it is clear, we do

not need more regulation in Germany. We have

a competitive market at the cell towers.Alone

the new fourth network operator 1 & 1 has

contracts with 4 suppliers. In addition, you must

not forget, that we just want the thirdparty

business. Our Co-location ratio presently is

about at the same level as at other cell tower

companies. That means, we today already have

to a significant degree other mobile phone

network operators on the network transmission

masts. And we do want to have more thirdparty

business for the transmission locations.

The party – mood at M & A has been

somewhat dimmed recently, also as to the

valuations. How have they developed from

your point of view?

One of course can see that valuation decreases

have happened, especially in the tech range.

And they are not insignificant. They not only

take place at the stock exchange, but also in the

venture capital field. Telecommunication

infrastructure in my view continues to be a

looked for investment category, also even

though here and there valuation corrections

have taken place at stock exchange listed

players. This however in my view is due to

rising interest rates and notdue to a deteriorated

environment

When do you expect a closure of the project

deal ?

A significant improvement of the financial

leeway is promising the divestment of the cell

towers, which has been announced since

long. Do you have in the meantime in these

negotiations a price range?

Please understand, that we are not commenting

on ongoing M & A processes and speculations.

We are registering a high interest in a transaction

from various sides. This shows, that we have an

attractive asset. We are presently checking,

whether a transaction is possible, an if yes, how it

could look like. At our decision, the valuation is

an important but not the only criteria. This

necessitates diligence, therefore we have quite

consciously not given a time frame for the

decision.

But you have certainly planned a certain

reallocation of the financial means ?

Once again: At first we complete the process of

the strategic evaluation. At the end of it stands

the decision, whether we have a transaction with

the cell tower portfolio, or not, and when yes, how

this looks like. Please understand, that we will not

distribute the fur of the bear, before it is caught.

Independently of this, we have three priorities in

our Group and Finance Strategy: 1. To attain the

threshold of 50,1 % at T - Mobile US, 2.We want

to invest, on both sides of the Atlantic, the

necessary means for our clear network

leadership, be it at 5G, be is especially also at

glass fiber. 3. The return into our debt range.
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We are making a Strategic Review - this

can lead to a transaction, or also not. We

there have no pressure for activity. We

have said at the beginning of the process

quite consciously, that we do not define a

time frame for this process. This continues

to be so.

How from your point of view are in

Brussels the framework conditions for

a deal, which eventually may call for

regulatory decrees?

That the European telecommunications

market has too many players, which

operate within too small segments, is still

totally undisputed. In so far it is good,

when in one country one promotes the

consolidation. We have good experiences

with this, for instance in the Netherlands

and in Austria. This strengthens the

competitiveness in the market and thus the

customers benefit from this. We also

encourage our competitors, to think

alongside these dimensions, because this

creates a greater critical mass

Sometimes still the deconsolidation is

tried, also the de-merger in Service and

Infrastructure., among others at

Telecom Italia or also at BT. Will there

the Telekom package play a role?

Our share at BT is invested in the pension

assets, which we have deposited for the

corporate pensions of our employees.

Now, fortunately, BT has signaled, that it

wants to again pay a dividend. For this

reason we have deposited our share into

the pension assets, in order that they

benefit from this.

So in any case you want to continue to

own the BT package?

The share package serves the purpose of

fulfilling our obligations from our corporate

pension scheme. For this reason it is lying

in the pension assets, in order that they

benefit from this.

So in any case you want to continue to own

the BT package?

The share package serves the purpose of fulfilling

our obligations from our corporate pension

scheme. For this reason it is lying in the pension

assets and there it is lying well.

You have opened the network of the Telekom

already for third parties, in order to finance the

buildup of the glass fiber network. Are further

transactions imaginable, such as the

infrastructure fund IFM?

We have regionally put on track many different

partnerships and we cooperate with city network

operators, cities and community entities, in order to

accelerate with their infrastructure the buildup of

glass fiber networks. Naturally we will show

ourselves as open. In so far I would not exclude

this. Presently, though, we are fully busy.

How are developing the cost for personnel

adaptations at the Telekom, perspectively, will

they occasionally decrease?

This fluctuates in a narrow band range. Personnel

rearranging always goes along with exceptional

charges. Therefore it happens at us without noise.

We have in the past four years in this way reduced

net roundabout 17.000 jobs. And we shall have to

continue to become slimmer.
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What is the cost per year ?

The expenses here are always in the range of 1

billion Euro.

An ongoing restructuring situation is the

business customer division T - Systems. Are

there plans for a partial divestment ?

The restructuring there will continue. We also

already have sold parts, the subsidiary in South

Africa, the mainframe-business to IBM, and we

have withdrawn from the desk top business.

This is permanent hard work, especially in the

classic IT business, where we shrink. On the

contrary, we build up new business areas, which

are growing, especially in the Cloud and at the

Digital Services. The objective of this

transformation process is that these areas are

strengthened so much, that the relationship turns

around and that they have more business

weight, than the Legacy areas.

When will this be the case ?

At last, the turnover of T – Systems has shrunk

by 1,9 %. Perspectively we want to grow turnover

by 1 percent. Here we see signs for a

stabilization especially also, when one takes into

account the intended portfolio restructurings. At

the restructured ebitda we are planning 5 %

growth. At this we are benefitting also from our

restructuring measures. It will still take a while,

until we get closer to our objective. Here I do not

want to name a time frame.

Are, until then, further part-divestments

planned ?

This we do not exclude. We have always said,

that we will divest single areas, for which there

are better owners. As we also have already done

so.

Your big competitor Vodafone has problems

in the German market. Does Telekom

benefit from this ?

At the beginning of 2020, when Vodafone for the

first time has announced its 1 - Gigabite – Offer

for 40 Euro, the capital market was afraid that this

would have negative consequences for us:

that we would have to lower prices, or would

otherwise lose customers. The fears proved to

be unjustified. We since continue to be on our

way with a net new customer share of over 50

% in the broad band market. This among other

reason is so, because customers in the fixed

network not only value broad band, but also

value the trademark, the service and the

stability.We therefore have presently a good

amount of customers coming to us, and this I

also expect for the total of this year.
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About the Person

The role of the CFO of Deutsche Telekom

at other times was already significantly

less stressful than presently; when not only

financial debt, but also costs were much

too high, and when sales and earnings

were too weak. Christian Illek, who took

over the job at the beginning of 2019 from

Thomas Dannenfeld, found a broadly

positioned Group at both sides of the

Atlantic, after the Mega-Deal with Sprint in

the USA was already negotiated, though

not yet approved. There is though no lack

of work for the Chemist with a PHD: Open

financing subjects are the increase of the

majority investment at T – Mobile US, the

buildup of glass fibers in Germany and the

reducing of the financial debt mountain. At

this not insignificant act of power, it should

be helpful for Illek, that he knows best

Telekom from all sides. Apart from a three

year intermezzo at the top of Microsoft

Deutschland, the manager is in the Group

since 2010.

From Börsenzeitung, Frankfurt am Main, 

Germany, June 15, 16, 2022. Responsible 

for English translation: GEFIU, now renamed 

into CFO Forum Deutschland, the 

Association of Chief Financial Officers 

Germany, the German IAFEI Member 

Association, translator: Helmut Schnabel
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The global economy markets continue to limp

along on a wing and prayer. As expected, the

global financial markets remain highly volatile

as fears of rising inflation continue to spread

globally.

US consumer prices were again resurgent last

month, fueling concerns of another large

interest-rate hike in the US capital market from

the Federal Reserve. So-called core CPI,

which takes out the more volatile food and

energy components, advanced 0.6% from July

and 6.3% from a year ago, the first

acceleration in six months on an annual basis.

Given that, there’s really not much to add to

the observation since shelter, food and medical

care were among the largest contributors to

the US price growth.

Increasingly, it looks like a possible recession

in the economic horizon in the near future.

Issues over rising inflation being addressed by

many countries include high jobless rate,

falling wages, supply chain disruptions, trade

and fiscal deficits, the ongoing Ukraine war,

and a devastating climate change that might

end up with subpar global growth this year.

The global capital markets, along with the

constant drumbeat of recession, have become

vulnerable to a high level of market volatility

making it likely we may not witness a global

consumption growth this year, a lackluster

event we’d rather not imagine at all.

Today’s market is more about emotions.

Investors have become emotion-driven, rather

than reason-driven; they readily think up a

thousand and one reason to avoid getting into,

or even staying a bit longer in the capital

markets, afraid that something unexpected

may happen, but deep inside, they know that

piles of cash shouldn't stay idle longer.

PHILIPPINES

by Abelardo “Billy” Cortez, IAFEI Secretary and Treasurer 

(interim)

Make no mistake about this: Inflation is a 

global story

Worldwide, the highly elevated inflation rates

are forcing a good number of central banks,

including the US Fed, to reduce without

hesitation their respective nations’ money

supply by raising interest rates and bring

down the inflationary threats to acceptable

levels. As Fed Chair Jerome Powell said last

week, the Fed will act “forthrightly” in order to

achieve price stability soon. The upward

trajectory of US inflation, however, points to a

continuing high cost of living for most

Americans because their consumer prices

have remained elevated and widespread, a

big hurdle toward the Fed’s inflation target of

around 2%.

Market traders are betting the Fed will raise

interest rates again by three-quarters of a

percentage point.

On another point. The recent rise and fall in

global interest rates have sent bond prices

moving like yo-yos, rendering the bond

market no longer the safe harbor it once was.

For instance, when you buy a corporate bond

today and interest fall, you'll make a profit if

you sell. However, if interest rates climb back

up, you’ll lose if you have to sell your bond

before maturity. Bond values move in the

opposite direction to interest rates: up when

interest fall and down when interest rates rise.

You make a profit with bonds in two ways: by

earning a fixed rate of interest, or by selling at

a higher price over what you paid for.

Since bonds set interest rates and pay back

the principal at a future date, they do not offer

a good hedge against inflation. Over the long

run, stocks still outperform bonds as inflation

hedge, though it may be a long run.
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When corporate bonds are first issued,

they are sold at face value, but afterward

they move up and down in price, trading in

the secondary market either above par at a

premium, or below par at a discount in

response to varied changes in interest

rates. When one speculates or does any

serious investing, keep this in mind, the

relationship between risk and reward holds

there is no free lunch when it comes to

investments; you just have to take more

risks. A word of caution. Even if all the

relevant information is available to you,

don't just assume there is already a level

playing field between you (the investor)

and the bond issuing company. Peter

Lynch, the legendary fund manager,

advised investors to invest only with

familiar companies whose businesses they

really understand. At the very least, one

must be pragmatic enough to change

plans when facts and conditions change.

Outcomes also matter, not only intentions.

Atty. Abelardo “Billy” Cortez is former FINEX

national president and chairman of FINEX

Foundation, former co-chairman of the Phils.

Capital Markets Development Council and

currently member of FINEX Ethics Committee.

He’s Finance Committee chairman of San Beda

Law Alumni Association. He is presently board

director and executive committee member of the

International Association of Financial Executives

Institutes (IAFEI). A former independent board

director at First Metro Investment Banking Corp,

he is currently independent board director at

other First Metro companies such as First Metro

Securities Brokerage, Corp, First Metro

Exchange-Traded Fund (ETF), PBC Capital

Investment Corporation and First Metro Save and

Learn FOCCUS Dynamic Fund (Metrobank

Group).

Atty. Abelardo “Billy” Cortez

Independent Board Director at First 

Metro Securities, he is the Secretary of 

IAFEI and Past President of FINEX
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Unrelenting inflation: Will price pressures 

ever let up?

How inflation in advanced economies evolves from here will 

depend on the underlying drivers of inflation in each region

by Michael Wolf, Global economist, Senior manager, Deloitte 
Originally published in www2.deloitte.com on 31 August 2022

Advanced economies are experiencing

high inflation and all the challenges that

come along with it. After more than a

decade of trying to drive inflation up,

advanced-economy central bankers now

find themselves scrambling to contain

consumer prices that are seemingly out of

control. Inflationary environments increase

the costs of doing business, can often

squeeze margins, raise the probability of

recession by compelling central banks to

tighten monetary policy, and make price

and wage setting more variable and

difficult.

How inflation evolves from here will

depend on several interconnected

variables that differ across countries.

Those variables include central-bank

policy, inflation expectations, wage growth,

and exchange rates. In this article, we

explore where inflation is expected to be

most persistent and what signposts to look

for as early indicators that inflation is

receding or becoming entrenched, which

include:

• Central-bank policy: The effectiveness

of central-bank policy to restrain

inflationary pressures depends, in part,

on whether inflation is caused by supply

or demand factors. Higher interest rates

are likely to be more effective in places

such as the United States, where

demand factors are a larger contributor

to the inflationary environment.

• Inflation expectations: Although

inflation expectations have eased in

most regions, they can change quickly

and reinforce actual inflation by

changing the behavior of participants in

the market economy. So far, elevated

inflation expectations have persisted in

the euro area, making the region most

at risk of expectations-driven inflation.

• Wage growth: The developed world

has been experiencing abundant labor

shortages. Most wage growth remains

below headline inflation, which signals

that a wage-price spiral remains a

relatively low risk. However, in the euro

area, the United Kingdom, Japan, and

Canada, wage growth is running faster

than core inflation (which excludes food

and energy).1 This raises the risk of a

spiral materializing.

• Exchange rates: The differential

movements of central-bank policy rates

in different countries will largely

determine how exchange rates evolve

from here. Japan currently has one of

the largest differentials with the United

States,2 contributing to a weak yen.

This makes Japan highly exposed to

rising import prices. Changes in

monetary-policy positions will largely

determine how important imported

inflation will be.
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Using a harmonized

consumer price index that

allows for cross-country

comparisons, it is clear that

inflation is running hot in

every advanced economy

(figure 1). Headline inflation

in the United States was

9.1%3 year over year in

June, while it was 8.6% in the

eurozone, 8.2% in the United

Kingdom,4 and 8.1% in

Canada.5 Japan is the

exception among the major

advanced economies—its

headline inflation rate was

just 2.3% year over year6

over this period, only slightly

above its central bank’s 2%

target. Even after excluding

the volatile food and energy

components, inflation is still

higher than most central

banks would like. Core

inflation in the United States,

the United Kingdom, and

Canada was more than 5%

on a year-ago basis in June.

In the euro area, it was a

more modest 3.7% over the

same period. Japan and

Switzerland are the only

advanced economies to have

posted core inflation below

2%.

Higher inflation is the result of insufficient

supply relative to demand. This imbalance

can result from a rise in demand, a fall in

supply, or some combination of the two.

Knowing which factor contributes the most to

inflation is useful in determining how inflation

may progress in the future. For example,

supply-side causes of inflation will subside

when the related disruptions abate and more

supply is available. Meanwhile, demand-side

causes of inflation likely require contractionary

policy, typically from a central bank, to bring

demand back in line with existing supply.

Supply versus demand shocks

Researchers at the Peterson Institute for

International Economics developed a basic

methodology to determine the magnitude of

supply and demand shocks.7 Supply shocks

could come in a variety of forms, including

pandemic-related disruptions to the labor

supply, factory output, and port capacity,

along with diminished availability of food and

energy following Russia’s invasion of Ukraine.

Fiscal and monetary stimuli are the main

demand shocks. Using data from the

International Monetary Fund (IMF), we apply

this methodology to a wider group of

economies to better understand the nuances

of inflation in each region.
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The results of applying this methodology show

that nearly every major economy has

experienced negative supply shocks since the

pandemic hit (figure 2). The good news about

supply-side inflation is that it can ease on its own.

Indeed, pandemic-related disruptions to supply

are already doing just that. For example, more

people are back at work and fewer locations

continue to implement lockdowns.8 As a result,

the cost of shipping has come down9 and goods

inflation excluding energy has moderated in

numerous geographies.

Euro-area countries, where inflation is mostly

due to supply shocks, should be prime

beneficiaries of the easing of supply-side

constraints. Unfortunately, much of the euro

area’s supply shock comes from the ongoing

war in Ukraine, which could last much longer.

Although some food commodity prices have

fallen after a deal was reached to allow

Ukraine to export its grain through the Black

Sea,10 energy prices remain elevated.11 If

energy prices remain where they are, their

year-over-year growth rate will not come down

much until February or March next year once

base effects take hold. Even that scenario

may be too optimistic as it likely hinges on

there being no escalation of tensions with

Russia. As of this writing, there is a risk of

further disruption of the natural-gas market in

Europe.

Some demand-side shocks are also beginning

to ease on their own. Heightened risk of

recession has lowered expectations for global

growth12 and contributed to a pullback in

economic activity. Governments have also

mostly ended their pandemic-related stimulus

packages, creating a fiscal drag on economic

growth relative to last year. A weakening of

demand will benefit economies, such as the

United States, where positive demand shocks

are at least partially to blame for higher inflation.

Despite demand easing a bit on its own,

countries that saw positive demand shocks will

likely need central bank intervention to bring

inflation back down to 2%. Monetary policy is

reasonably effective at restraining demand

drivers of inflation, though it does little to rein in

supply-driven inflation. Apart from the Bank of

Japan, most developed-economy central banks

have begun to tighten monetary policy.13 The

United States, which arguably experienced the

largest demand shock among developed

economies, has also seen some of the fastest

rate hikes this year, which pushed the policy

rate to between 2.25% and 2.5% in July. More

rate hikes are likely to be necessary to bring

inflation down further. For example, some rule-

based measures of the policy rate suggest that

it should rise to 9% or more depending on the

rule’s specifications.14 It is unlikely that any of

the developed-economy central banks will raise

rates that high, but it gives some indication of

how high the rates could go if inflation does not

moderate soon.

Unfortunately, in economies such as the

eurozone, where there is little evidence of a

demand-side shock, weakening demand may

do little to alleviate inflationary pressures.

Consider that much of the inflation seen

throughout Europe is directly tied to the spike in

food and energy prices that occurred after

Russia’s invasion of Ukraine. Energy prices in

Europe are unlikely to come down significantly

without some type of resolution in Ukraine. This

puts Europe at an elevated risk of worsening

stagflation, where high inflation coexists with

weak or falling GDP growth.

I
A
F
E
I

Q
U
A
R
T
E
R
L
Y

28



.

Great expectations for inflation

In economies where supply shocks are the

primary or exclusive drivers of inflation, raising

interest rates will be far less effective at bringing

down price growth. Despite this fact, most

developed-economy central banks—concerned

that inflation expectations could become

entrenched—have raised interest rates. This

means that, as consumers witness high

inflation, they begin to expect those price gains

to persist, which can lead to behaviors such as

hoarding that drive up demand—and, therefore,

inflation. Higher expectations can also put

upward pressure on wage growth as workers

increasingly demand to be compensated for the

costs they expect to rise in the future.

Inflation expectations in Europe have been

relatively high, likely reflecting the extreme price

swings of petrol and food that consumers faced

after Russia’s invasion of Ukraine. In Italy,

inflation expectations after 24 months were

4.8% in Q2 2022, while they hadn’t been more

than 2% since 2012.15 In Germany, consumers

expect inflation to average 5.4% for the next five

years. Even though German bond markets16

adjusted their implied inflation rate over five

years down to 2.9% in June from 3.5% in April,

it is still well above the sub-2% implied inflation

that was consistent before the pandemic.17 To

prevent these elevated expectations from

causing higher actual inflation, the European

Central Bank has eliminated its negative

interest rate policy and is expected to tighten

further.

Even in Japan, where overall inflation has been

much weaker, expectations for inflation are up

considerably from where they had been

previously. The Tankan survey of businesses

puts inflation at 2% over the next three years, a

record high going back at least to 2014.18 One

consumer survey shows that nearly 60% of

consumers expect inflation to be more than 5%

over the next year—a significant jump from

where inflation currently stands.19 This is

particularly surprising given that consumer

expectations of inflation are often based on

what consumers have experienced recently—

currently, inflation is far lower than 5%. The

Bank of Japan has yet to tighten its policy, but

higher rates may be inevitable should more

inflationary pressures mount.

In the United States, the United Kingdom, and

Canada, inflation expectations look slightly

better anchored. US bond market–based

measures of longer-term inflation expectations

are now in line with prepandemic norms after

having come down recently due to fears of

recession.20 US consumer expectations for

inflation over the next five years were at 2.8% in

June, while they were typically around 2.5%

prior to the pandemic.21 In the United Kingdom,

bond-market inflation expectations for the next

five years were 3.8% in June, down from 4.7%

in March but still slightly above the 3.4%

recorded in September 2019.22 Even

consumer-based inflation expectations for five

years were just 3.5% in Q2 2022, about where

they were when the pandemic hit.23 In Canada,

consumer expectations for inflation over the

next five years were at 4%, slightly lower than

the peak reached back in 2018.24

Expectations can change quickly in either

direction. Although most inflation expectations

have come down somewhat recently, the risk of

those expectations returning remains serious,

especially in economies such as Europe, where

inflation may persist regardless of what is

happening in the domestic economy. This may

cause central bankers to keep monetary policy

relatively tight even as domestic demand

deteriorates.

Watch for a wage-price spiral

Central bankers are also wary of a wage-price

spiral, where prices push wages higher and vice

versa. Despite tight labor markets throughout

most of the developed world, wage growth

generally remains below headline inflation. In

Q1 2022, when headline inflation for the

eurozone was 6.1% year over year, wages were

up just 3.8%.25 Even in Spain, where monthly

earnings per worker were up 5.4% year over

year in Q1, headline inflation was still 2.9

percentage points stronger.26 In the United

States, average hourly earnings were up 5.1%

from a year earlier in June, well below the 9.1%

reading for inflation.27 In Japan, average

monthly earnings, which include bonuses, were

growing slightly over half the rate of inflation.28

Even in the United Kingdom, where weekly

earnings of the private sector were up a lofty

7.2% from a year earlier on a three-month

moving average basis,
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wage growth trailed headline inflation, which was

up 8.4% over the same period.29

Although wage growth is running behind headline

inflation growth, it is running ahead of core

inflation in some cases (figure 3). In the United

Kingdom, for example, core inflation was just

6.1% year over year, more than a full percentage

point behind wage growth over the same period.

In the euro area, core inflation was just 2.6% year

over year in Q1, also more than a full percentage

point lower than wage growth over the same

period. In Canada, wage and core inflation

growth in June were growing at the same rate.

Even in Japan, western core inflation was up just

0.2%, firmly shy of the 1.1% wage growth.

However, in the United States, wage growth was

still running below core inflation in June when

prices excluding food and energy were 5.9%

higher year over year.

As wages rise to compensate for higher costs of

living, sectors outside of food and energy may

be forced to raise their prices to compensate for

their increased labor cost. Thus, a wage-price

spiral is born. It is in the United States, where

demand is stronger and inflation more

widespread, that a wage-price spiral seems

least likely. The fact that wage growth has not

been stronger, and has even moderated in the

United States, given the incredible tightness in

the labor market remains a conundrum for

economists.

Falling currencies raise prices

Although what happens domestically is critically

important to predicting inflation, changes in

global economic conditions also need to be

taken into consideration. Most critically, what

happens in the United States can have sizable

effects on inflation elsewhere in the world. As

the United States continues to raise interest

rates at a more aggressive pace than most of its

developed-economy peers, capital has flowed

into dollar-denominated assets. This dynamic

has strengthened the value of the US dollar and

weakened the value of other major currencies,

including the euro, pound, and yen.

Because inflation has been so heavily

concentrated in food and energy throughout

Europe, and to some extent in Japan, a wage-

price spiral may be more likely. Workers are

faced with higher prices for necessities such as

petrol and food and likely demand higher wages

as a result. The problem in these economies is

that other sectors are not seeing strong demand.

After all, the positive demand shock in these

economies has been relatively weak or

nonexistent.

The euro and pound have each lost between

14% and 15% of their value against the US

dollar in the year to July,
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while the Japanese yen has lost 25% of its

value against the dollar over the same

period.30 A weaker exchange rate raises the

cost of imports denominated in foreign currency.

The prices of globally traded commodities,

which are often priced in US dollars, were

already expensive. A stronger dollar makes

those commodities even more costly.

Import prices shot up 29.1% year over year in

April31 in the euro area and 46.2% in June in

Japan.32 Much of the increase can be

attributed to higher food and fuels costs.

However, other goods are also more expensive.

For example, in the euro area, the prices of

imported consumer goods excluding food,

beverages, and tobacco were up 7.9% year

over year in April.33 In Japan, textile import

prices were up 13.2% year over year in June,

highlighting the inflationary effects of a weak

currency.34

Moving forward, exchange-rate pressures may

begin to ease. Concerns over recession in the

United States are raising doubts that the Fed

can hike rates as quickly as the market currently

expects. A less hawkish Fed would give other

central bankers some breathing room as their

currencies stabilize or even strengthen against

the dollar. On the other hand, should the Fed be

able to avoid a recession while other countries

fall into one, we could see additional strength in

the dollar and therefore more imported

inflationary pressure.

It’s clear that inflation is a challenge throughout

most of the developed world. How inflation

evolves from here will depend on central-bank

policy, inflation expectations, wage growth, and

exchange rates. The effect these factors will

have on each economy will depend on the

underlying cause of inflation. Monitoring these

variables and putting them in the proper context

will allow business leaders to better anticipate

the inflationary environment moving forward

and make necessary changes faster than

competitors.
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18. Bank of Japan; Haver Analytics.View in 

Article

19. Japan Cabinet Office; Haver Analytics.View in 

Article

20. Federal Reserve Board; Haver Analytics.View

in Article

21. University of Michigan; Haver Analytics.View

in Article

22. Bank of England; Haver Analytics.View in 

Article

23. Bank of England; Ipsos; Haver Analytics.View

in Article

24. Bank of Canada; Haver Analytics.View in 

Article

25. Statistics Office of the European 

Communities; Haver Analytics.View in Article

26. Instituto Nacional de Estadistica; Haver 

Analytics.View in Article

27. US Bureau of Labor Statistics; Haver 

Analytics.View in Article

28. Japan Ministry of Health Labor and Welfare; 

Haver Analytics.View in Article

29. UK Office of National Statistics; Haver 

Analytics.View in Article

30. Federal Reserve Bank of St Louis.View in 

Article

31. Statistical Office of the European 

Communities; Haver Analytics.View in Article

32. Bank of Japan; Haver Analytics.View in 

Article

33. Statistical Office of the European 

Communities; Haver Analytics.View in Article

34. Bank of Japan; Haver Analytics.View in 

Article
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The Residential Real Estate Market Is Slipping.

Is it 2008 Deja Vu?

by Emily Mogen, ACoM, CPM®, National Manager, Trust Real Estate, 

Key Private Bank (originally published at www.key.com)
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Sustainability Reporting: Some Insights

. . . “sustainability” terminology may be interpreted or used differently by stakeholders. . . .  the term 

“sustainability” is broadly understood to refer to information related to environmental, social, or 

governance (“ESG”) matters (be they related to reporting on investor focused sustainability 

information material to enterprise value and the effective functioning of global capital markets or 

multi-stakeholder focused sustainability reporting that captures impacts of a reporting entity on 

economy, environment and people) and therefore is consistent with the public expectations for the 

work of this board

Kevin Dancey

CEO, International Federation of Accountants

Sustainability has become a basic

expectation of organizations and is related

to stewardship and governance.

Sustainable funds have been set up and

are attracting capital at a rapid pace. It was

reported that in the United States, such

funds reached US$ 1 billion in 2020

accounting for twice the amount in the

preceding year and approximating more

than 10 times than in 2018’s value.

Investors in their capital allocation

consider sustainability through what may

be called as ESG lens, i.e., environmental,

social, and governance information. The

information are subjected to analyses that

engagements of independent

professionals/firms are resorted to

objectively report on the entities' ESG

compliance.

Some Concerns on Sustainability

Reporting

Data

The lack of reliable and comparable ESG

data is a key challenge to create a level

playing field in the ESG “marketplace”.

Technology is adopted to facilitate

massive volume of data processing to

track and analyze them.

The use of technology in sustainability

reporting should take into account some

basic things like the kind of data to be

collected and tracked. More importantly,

the set/type of technology tools to use to

collect, track and analyze the information

should be determined. Data analytics

software is one of those tools. Timeliness

of collection, tracking, analyzing and

reporting is key to useful reports in support

of decision-making.

Standards & Enforcement

In the absence of a common standards

and enforcement mechanism, it can be

challenging to measure the impact of

certain ESG factors. It is even harder to

track and disclose metrics, especially in

the case of some of the social factors that

tend to be more qualitative in nature and

less well-defined. Of significance is the fact

that those who provide assurance on

sustainability reports come from different

disciplines

International professional bodies like the

International Ethics Standards Board for

Accountants (IESBA) and the International

Auditing and Assurance Standards Board

(IAASB) through technical working groups

initiated crafting standards. In developing

standards, the following may be worth

noting –
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● Comprehensiveness (to limit exceptions)

● Coherence

● Implementability

● Clarity and conciseness

● Scalability

● Relevance

On September 15, 2022 the International

Organization of Securities Commissions

(IOSCO) released a statement making public its

support for IESBA and the International Auditing

& Assurance Board (IAASB) in developing

standards relating to Assurance of

Sustainability. The IESBA Chair Gabriela

Figueiredo Dias reacted to the statement,

“Ethics standards, including independence

requirements, are foundational to public trust in

the assurance of sustainability-related

information. It is crucial in the public interest that

all assurance providers, whether or not they are

from the accountancy profession adhere to the

same high bar of ethical behaviour and

independence in such assurance work . . . .”

IAASB Chairman Tom Seidenstein said, “There

is a clear need to ongoing dialogue and

collaboration to ensure sustainability reporting,

assurance, and regulation develop in a

cohesive manner to provide decision-useful

information to stakeholders. . . .”

Consultations/dialogues with a broad range of

stakeholder groups and exposure of drafts to

solicit comments/views as well as close

coordination with all concerned are imperatives

in standards setting. Public interest is a prime

consideration.

Indeed, the enormity of concerns renders

standards setting for sustainability reporting

daunting. Things take time to evolve and so,

standards setting. With collective efforts from

concerned sectors, it may be facilitated for the

sake of objectivity and reliability in reporting

with a basic expectation of high quality

outcome.

The foregoing represents some highlights from

the meeting materials and discussions during the

September 8, 2022 meeting of the Consultative

Advisory Group of the International Auditing &

Assurance Standards Board (IAASB) and

September 23, 2022 meeting of the Consultative

Advisory Group of the International Ethics

Standards Board for Accountants (IESBA).

IOSCO’s support was released on September 15,

2022.
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