RETHINKING CAPITAL

Feedback on Discussion Paper "Connectivity of Financial and Sustainability Reporting”

Contact Rethinking Capital co-founder, Andrew Watson—andrew@rethinking-capital.org

Summary—surely it’s time to accept that non-accounting disclosure will not change business decisions and
explore skipping a generation to build the first Integration bridge

Our comments are—
1. Accept that ‘non-accounting’ disclosure will not changing business decisions

The Discussion Paper focuses on Connectivity between financial accounting and sustainability standards and
reporting. We believe this to be a valuable exercise and worth pursuing, but highlight the limits of non-
financial reporting which will create much more data without evidence of changing real-world decisions.

Non-financial does not really describe the problem area. Instead it’s information that isn’t financial
accounting. We agree with the conclusion of the Chatham House paper Financing an inclusive circular

economy (Schroder, Raes) on this point—though focused on the circular transition, to us this principle applies
equally to all sustainability-related business decisions—

“Companies [that launch circular economy initiatives and business models that aim to slow down or reduce
material throughput]t still encounter many financial, organizational, operational and legal barriers. The
structure of finance and the role of accounting must change in order to accelerate the [circular economy]
transition. While it is beyond the scope of this paper, accounting is the primary tool that defines a company’s
value, and consequently defines the main rules governing investment decisions, activities and financial
management. Without normative accounting rules that include natural and social capital, most financial and
economic decisions will never effectively improve global public goods. It is necessary to broaden the
traditionally narrow scope of financial accounting frameworks to capture non-monetary values”.

2. The focus on Connectivity risks making the problem worse.

We believe that the focus on Connectivity only will add to an already confused and hectic reporting problem,
first highlighted in 2015 in Mark Carney’s speech Breaking the Tragedy of the Horizon in September 2015 in
the weeks before Paris. At the time, Mark reported that there were then 400 competing measurement and
accountability frameworks and asked whether accounting could provide the solution in a call to the Big 4

firms—

'That better information about the costs, opportunities and risks created by climate change — can promote
timely responses is not a new idea. Much the opposite: there are already nearly 400 initiatives to provide such
information. The existing surfeit of existing schemes and fragmented disclosures means a risk of getting “lost
in the right direction”’.

As EFRAG will know, The Financial Stability Board recommended to create one unifying Standard—and so the
Taskforce for Climate-Related Disclosures was created and the TCFD Guidelines published in 2017 —‘tragically’
referring to IAS37 in Accounting Considerations on page 37. But despite this, and $216.5trn AUM receiving
TCFD data, the Tragedy remains Unbroken. The Global Commons Alliance now reports there are over 800, of
which TCFD has become one—the ‘Alphabet Soup’ of ESG and sustainability disclosure—we’d argue that none
are accounting.

And therein, combining points 1 and 2, lies the problem. Non-accounting information isn’t changing business
decisions and we (and Chatham House) believe it never will—AND the focus on Connectivity risks us ‘getting
even more lost in the right direction’.
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3. Exploring Integration by refreshing financial accounting for intangible assets and obligations.

In saying ‘Accounting is the DNA of capitalism’ in the FT in August 2024, former Bank of England Chief
Economist and RSA CEO Andy Haldane started the conversation Rethinking Capital has demanded since
2020—when first hearing the words ‘the purpose of financial statements today is not to represent reality’
from a senior figure in global
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Bill Gates remains a rare in his insight on the intangibles problem—

‘The portion of the world's economy that doesn’t fit with the old model just keeps getting larger. That has
major implications for everything from tax law to economic policy, to which cities thrive and which fall behind.
But in general, the rules that govern the economy haven't kept up. This is one of the biggest trends in the
global economy that isn't getting enough attention.’

In our view, the Connectivity problem is just one of Bill Gates’ ‘implications.’
4. Instead of full focus on Connectivity, create valuable information for users through an Integration bridge.

EFRAG (and partners including IFASS) would create far greater immediate value for users by creating a group
and engaging with the small but expert network of experts in intangible assets. We are aware that the ISSB’s
Jonathan Labrey is a known advocate for proposition that intangible assets are the integration bridge between
financial accounting and sustainability standards.

It is encouraging that EFRAG chair Sebastien Harushimana has recently joined the WBCSD/W!ICl-convened
intangibles program led by Professor Stefano Zambon. But we would counsel that Stefano and WICI are only
one of the expert groups working to solve the intangibles problem for more than 20 years. Each group has
solved a different part of the intangibles problem and not engaging with these groups risks ‘getting further
lost in the right direction.’

Notable other intangible assets experts would be—

Sandy Peters and the CFA Institute,

Haskel and Westlake as authors of Capitalism Without Capital

the UKEB'’s Paul Lee and Matthew Tilling

Mary Adams of Insight 7.

Baruch Lev and Feng Gu, authors of the End of Accounting.

Rethinking Capital’s Joseph Batty, CPA.

Robert McGarvey and myself of Rethinking Capital—our contribution is summarised in part 5 below.
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This biggest investor signal for better accounting information was made by PRI CEO David Atkin on 18"
September 2025—

5. Rethinking Capital’s contribution—the pivot from backwards-looking reporting to forward-looking decision-
making enabled by better information on intangibles

Accounting for Reality is forward-looking financial accounting that could now already be done by simply—
1. Recognising intangible assets and obligations that exist in reality but aren’t recognised in practice,
2. Informed by existing accounting Standards, IFRS, GAAP and the IPSAS public sector standards, and

3. Provided to users as better decision information, as supplemental non-GAAP and TCFD disclosure.

The accounting reality Rethinking Capital has worked for 24 years to recognise is the knowledge economy that
exploded into life after 1980 when software and the Internet catalysed new ways of creating value. Vast
intangible assets and stakeholder obligations exist in reality but aren’t recognised by accounting practice.

A right to demand Accounting for Reality was secured by the decision of the IASB (the global accounting
standard setter) on 25" April 2024. This interpreted the 2001 Standard IAS37 to commitments to reduce
carbon emissions. 92% of GDP and 88% of global emissions are covered by such commitments and
commitments continue to be made—but to our knowledge not one recognised as an accounting liability.

The IASB’s decision resulted from two submissions by Rethinking Capital. These explained that a quantified
accounting entry (a provision) could be recognised using estimates for an emissions reduction commitment
and transition plan as a ‘constructive obligation” under paragraph 10 of IAS37. Page 3 of the decision contains
the principle to flip the incentives—if a provision is recognised, then investments purposed to meet it can also
be recognised as assets under other Standards. A submission on the application of IAS38 (Intangible Assets) to
investments such as carbon credits, nature-based solutions and innovation explains the asset treatment.

The words in bold stress the financial accounting that could be done under IAS37 and IAS38. Our legal
coalition argues that this information should be demanded because it will mean better informed decisions—
and must be demanded as it has the potential to unlock material financial returns. This has far-reaching
effects for the fiduciary and personal duties of boards, insurers and investors to lead decision governance and
reporting—and making informed decisions means for users to compare different accounting scenarios.

Recognising IAS37 is mentioned on page 37 of the TCFD Guidelines, UNPRI support for IAS37 was given in
September 2024 —

...the PRI supports the IASB decision and believes that this provides important clarification to the market
that climate related commitments like net zero commitments can create a constructive obligation to be
recognised in financial statements. This should give investors better information to consider in their
decision making’.

Response to question from PRI Signatory Mike Clark, September 2024 SGM

In the nature-based solutions ecosystem, The Sustainable Markets Initiative Africa Council and CISL (each of
which King Charles is Patron) and TNFD signalled for IAS37 reporting in the G20 Nature Investment
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Roadmap—'To mandate IAS37 and IAS38 normative accounting disclosure into law as supplemental
information to TCFD reporting for climate-related disclosures, to begin with FY24 year ends.’

Finally, then PRI CEO gave the most important endorsement for better balance sheet information saying—

‘Rightsizing the regulatory environment is important. But at the end of the day, you do need
some common standards, common ways of being able to compare and contrast. The balance
sheet, as it's historically been constructed, doesn't tell you everything you need to know about
risk and return. This is where ESG and responsible investment has identified that there's more
information you need to collect if you want to be an informed investor, and make better
decisions. | think we’ve made significant progress, but we are | think at a reflection point right
now where we’re saying is it fit for purpose, does it need some tweaking? | think the answer is
yes. I’'m very positive about where it’s moving to.

David Atkin, CEOQ, Principles for Responsible Investment, Asset TV interview at 12 minutes

Law firm Clyde & Co has become our first real user—recognising its investments into purchasing carbon
credits as intangible assets. In short, all that Clyde & Co really did was to give its board more information
about the impact on intangibles and the available accounting options.

Thank you for your attention.
Andrew Watson, Founder, Rethinking Capital

June 30t 2026
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