cutting through complexity ‘;

Integrated ; 
Reporting A

Performance insight through
Better Business Reporting

Issue 2

kpmg.com/integratedreporting



http://www/kpmg.com/integratedreporting

Contents

3
4
8
14
28
32
36
40

Foreword

Telling the value creation story

Integrated Reporting in practice: The South African story
What does an Integrated Report look like?

Better Corporate Responsibility Reporting

Applying Integrated Reporting principles in the public sector
Active Governance: the core of Better Business Reporting

Some common questions answered

kpmg.com/integratedreporting

© 2012 KPMG International Cooperative (“KPMG International“), a Swiss entity.
Member firms of the KPMG network of independent firms are affiliated with KPMG International.
KPMG International provides no client services. All rights reserved.



http://www.kpmg.com/integratedreporting

Integrated Reporting Issue 2 | 3

Foreword

Welcome to the second edition of
Integrated Reporting, our publication
focusing on the challenge of providing
Better Business Reporting.

The world of corporate reporting needs to evolve. The gap between
investors’ needs for a more complete picture of value and the information
currently being reported is not sustainable. Businesses are investing to
develop and protect their long-term value in a changing world but CEOs are
often left frustrated that these efforts don’t get the recognition they deserve.

In the first edition of Integrated Reporting published in September last year,
we presented a series of short articles by some of our experts to explain what
Integrated Reporting is, why senior executives and non-executives should be
interested and recent developments in the evolution of Integrated Reporting.

Since then, the consultation on the International Integrated Reporting Council’s
(IIRC’s) Discussion Paper has closed and the IIRC has issued a summary of the
responses’, its Pilot Programme has gained momentum and the IIRC is moving
forward with the development of an Integrated Reporting Framework which it
intends to publish by the end of 2013.

In this second edition of Integrated Reporting, we start by explaining how
Integrated Reporting can help organizations better explain their value creation story.
We then review progress in South Africa where Integrated Reporting is already
becoming a reality.

We also address some of the practical issues that companies may find on the
Integrated Reporting journey. One of the most common questions raised by
companies is “what does an Integrated Report look like?" Michael Bray provides
insight to this question, whilst Matt Chapman and \Wim Bartels address the
particular issue of corporate responsibility reporting within an Integrated Report
and Mark Hoffman explains how Integrated Reporting principles can, and are
being, adapted for Public Sector entities. Nick Ridehalgh considers the relevance
of Integrated Reporting to good corporate governance and we end with answers to
some commonly asked questions.

Whether you are actively pursuing Integrated Reporting within your own
organization or simply looking to improve your existing corporate reporting, we hope
that these short insights will help you on your journey to Better Business Reporting.

If you would like to learn more please speak to your usual KPMG contact or one of
our specialists listed on the back cover.

David Matthews
KPMG in the UK

"IIRC: Summary of Responses to the September 2011 Discussion Paper and Next Steps, May 2012.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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Telling the value creation story

By Matt Chapman, KPMG in the UK

In brief:

e There is a gap between the information currently
being reported by companies and the information
investors need to assess business prospects
and value

¢ Integrated Reporting can help fill this gap by
providing a basis for companies to explain
their value creation more effectively to the
capital markets

¢ Integrated Reporting can help readers look beyond
companies’ short-term results to form clearer
views on long-term value

¢ Integrated Reporting can be applied by any
company to improve the focus of their Annual Report

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
KPMG International provides no client services. All rights reserved.
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Explaining ‘business as usual’ is not enough. Owners need
the information to assess the value impact of business plans
and changes in the business environment.

There is growing recognition that the range of issues and
opportunities affecting long-term business value is much
broader than can be reflected in a set of current year
financial measures. Annual Reports should reflect this

if they are to support investors’ capital allocation
decisions effectively.

Integrated Reporting provides a basis to address this by
re-focussing reporting around an organization’s business
model and operational priorities. The aim is to reflect

the critical opportunities and challenges that affect

the business - the same issues that management are
dealing with on a daily basis within the organization.

Explaining business value

YOUR REPORT
]

READER’S NEEDS
]

Although designed to support the preparation of dedicated
Integrated Reports, this approach can be applied by any
company preparing its Annual Report - or other elements of
its corporate reporting.

For executives frustrated by apparent investor short-termism,
this is an opportunity to provide a more complete picture

of value, how it's shaped by current and future events, and
explain what management is doing to create and preserve it.

Ultimately this is about business making its case for
capital in a more effective way — bridging the gap between
management’s value creation story and investors'
assessment of business value and stewardship.

BUSINESS VALUE
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Value impact

Game Changers
(long-term)

Management Plans
(medium-term)

Stewardship
assessment

Business As Usual
(short-term)

The influence of stakeholders on business value and viability
cannot be ignored in the current business environment.
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An Integrated Reporting
approach to communicating

business value

Explaining business value

The backward looking focus of much corporate reporting
has meant that the majority of reporting effort has gone
into explaining the ‘business as usual’ element of value.
This only tells part of the story. Generally there are three
discrete elements that need to be explained:

1. ‘Business as usual’ — reflecting the current shape and
performance of the business. Based on current year
financial and operational performance. Readers will also
want to understand how representative this is of the current
state of the business.

2.The likely effect of management’s plans, external issues
and opportunities. Readers will want to understand both
the context for the plans and the scale and uncertainties
affecting them to form a view on how they impact value.

3. The long-term value of the business beyond its detailed
operating-horizon. At this level it is the ‘game changing’
business opportunities and threats — loss of operating
license, re-alignment of markets - that will affect the
assessment. For many businesses this will represent a
large segment of total value, yet the lack of reporting
focus here can cause investors to fall back on industry
level generalizations when assessing future value.

There has been some discussion about whether Integrated
Reporting requires business to assign monetary values to
intangible assets in order to provide a complete picture

of value. We do not believe this information is necessarily
useful to investors whose assessment of value will generally
derive from modelling future cash flows. Effective

reporting should help readers form their own views of

the short, medium and long-term cash generation

capability of the business.

A more complete picture of business value

Integrated Reporting combines financial and non-financial
information with a forward-looking perspective that's
designed to help readers understand all the components
of business value — and how they may be affected by
future opportunities and exposures.

Taken together, these characteristics mean that it can
provide a more complete perspective over business
performance and value.

For executives frustrated by apparent investor
short-termism, this is an opportunity to provide a more

complete picture of value.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.

KPMG International provides no client services. All rights reserved.



Integrated Reporting Issue 2 | 7

Bringing the three perspectives on business

performance and value together

INVESTORS
Informed
assessment of business
value and stewardship

INTEGRATED REPORT
One report addressing
short, medium
and long-term

MANAGEMENT business value

Telling the
company’s value
creation story

Source: KPMG International

Telling the business’s story

The gap between what companies are doing and what
they're reporting needs closing. Integrated Reporting
can help companies do this by letting them tell their
story on their own terms. It places the responsibility
for communicating the business’s story on the reporter
rather than a set of reporting rules.

This represents a cultural shift from a compliance driven focus
to an approach led by business activity and userneeds.
Two steps in particular can help to achieve this:

e Building the report around the company’s business model,
the context in which it operates, and its strategy to address
the opportunities and challenges that it faces (these are the
first three Integrated Reporting content elements).

e Demonstrating ‘Integrated Thinking" in determining
detailed content. Issues identified at the outset of the
report relating to business model and operating context
should feed through into the business strategy and
ultimately the performance reporting and governance.
This thread is central to explaining what management
is doing and why. It also provides a basis for ensuring
that the report remains focused on the issues that
matter to the business.

Supporting a more informed assessment of value
The mismatch between current corporate reporting and
business value has become increasingly apparent in the
volatile business environment of the last five years.

The focus on current year performance may go

some way towards helping readers understand
‘business as usual’ but it is not enough to provide

a complete picture of long-term value.

Identifying the content needed to explain how business
issues and opportunities affect value will depend on the
issues themselves but two steps should provide a basis
for determining this:

Companies investing
in the future of

their business

should welcome the
opportunity to explain
how they are creating
and sustaining
business value.

STAKEHOLDER
DEPENDENCIES
Business reliance on
non-financial capital

e Understand how the business issues and opportunities
reported will affect an investor’s assessment of business
value. Provide the information that supports this
assessment. Some matters are relevant because they could
change the shape of the business, others may have a more
immediate impact such as a step change in productive
capacity. The type of information that readers need for
each will be different.

e Provide context (as well as performance and risk measures)
so that readers can form their own views of potential value
impacts. If the strategy depends on developing a particular
market, help readers to understand its current and potential
size rather than just explaining the strategy.

Addressing the key drivers of value

A small number of stakeholder issues may have a
fundamental effect on business value. They may represent
threats, such as possible loss of operating license or
opportunities, such as the creation of major new markets.
Reports should cover these issues to provide a more
complete picture of value.

Corporate Responsibility reporting sometimes highlights the
cost of managing these issues over the business benefit.

A more complete picture is needed. Reporters should be
looking to prioritize the most relevant issues:

e High impact issues should form part of the core business
reporting flowing through the report in the same way as
other strategically relevant business issues.

e For lower impact issues readers may simply need to see
the relevant risk indicator and understand that the risk is
being managed.

For many businesses these ‘game changing’ issues will
represent a large segment of total value, yet a lack of
reporting focus can lead to investors falling back on industry-
level generalizations.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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Integrated Reporting In practice:
The South African story

By Mark Hoffman, KPMG in South Africa

In brief:

e Companies listed in South Africa now need
to adopt Integrated Reporting on an
‘apply or explain’ basis

e KPMG in South Africa’s experience is that many
of the most successful implementations have
been driven from the board and top management

e Successful Integrated Reporting is not just about
reporting, but about co-ordinating different
disciplines within the business and focussing
on the organization’s core strategy

e The businesses which have gained most from
Integrated Reporting have spent time and effort
in building a continuous reporting approach

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
KPMG International provides no client services. All rights reserved.



The first annual cycle of Integrated Reporting in South
Africa shows this has been a rewarding - though
sometimes challenging - journey for the listed
companies applying it. Through KPMG in South Africa’s
involvement with more than 80 companies we can see
the positive impact that the entire change in reporting
ethos is having on companies’ strategic thinking. Our
experience is yielding important lessons for companies
already embarking on the Integrated Reporting journey
as well as those who simply want to improve the
quality of their reporting.

It is clear that the concept
is bedding down and
gathering momentum.
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One year in

Companies listed on the Johannesburg Securities Exchange
(JSE) were required to adopt Integrated Reporting from years
commencing on or after 1 March 2010. The driver for this
was the King Code of Governance Principles for South Africa
2009 (King Ill) becoming a JSE listing requirement. King Il
recommends that organizations should adopt Integrated
Reporting on an ‘apply or explain’ basis.

There has been a generally positive and pro-active response
from JSE-listed companies and a number of State-Owned
Entities in South Africa which have embraced Integrated
Reporting as part of their King Ill application programmes.

The levels of application have varied, depending on the maturity,
sophistication and approach by organizations to Integrated
Reporting. Reporters typically fit into the following categories
(and sometimes more than one): Early adopters & business-
case driven; Compliance approach; Wait and see; and Laggards.

It is clear that the concept is bedding down and gathering
momentum. Full adoption of Integrated Reporting is a
journey and we think it could take most companies up

to three years for it to become a fully established way of
reporting the business strategy and performance. The journey
duration depends on the departure point — the maturity

and sophistication of existing reporting systems — and
management’s energy and commitment to implementation.

We have had the privilege of working with more than 80
Integrated Reporting organizations. Below we share some
of the key learning points observed in the first annual
Integrated Reporting cycle, some of the challenges, and how
businesses are tackling these.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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Peer groups are establishing
benchmarks and trends in
terms of structure and content.

What have we learnt?

Driven from the top

The more successful Integrated Reporting implementation
programmes have benefitted from close involvement

of CEOs and executive committees. \Well organized and
committed steering committees and project-management
teams are needed to drive the implementation process.

Integrated thinking and management

The key to successful Integrated Reporting implementation
is the ability of the business to achieve integrated thinking
and integrated management in the organization. This requires
getting the different disciplines within the business to work
together and break down the silos that are evident in many
organizations. Some of the more successful Integrated
Reporting teams have included the following functions:

Finance Performance Reporting

Sustainability
(Safety, Health & Environment)

Governance & Regulatory

Risk Management & Strategy Operations Management

Corporate Communications Human Resources

& Investor Relations

Stakeholder Engagement Information Technology

These functions can be structured in different ways in

each organization but the key challenge for the Integrated
Reporting project leader is to get buy-in and ensure
involvement from all the main internal stakeholders.

There needs to be ‘one view' of the business and consensus
on one set of material issues that need to be addressed
through one combined strategy. For example the days

of having a stand-alone sustainability strategy are gone,

and we are increasingly seeing this incorporated into the
core strategy of the business.

Ad hoc reporting versus continuous process

Given the often pressing reporting commitments and
deadlines that businesses face, there needs to be a balance
between preparing an ad hoc annual report and establishing
an enduring integrated reporting process within the
business. Shortcomings in the reporting process (such as
reporting of risk management, stakeholder engagement,
execution of strategy, performance and remuneration
structures) often point management to deficiencies in
underlying activities or processes. Management can fall into
the trap of ‘fixing the report’ on an ad hoc basis rather than
addressing the underlying issues.

The ideal state is achieved when the internal management
reporting is aligned with external reporting thereby focusing
on the activities most valued by investors. The story of the
business is already understood, analyzed and told before

the Integrated Report is prepared. Reaching this state takes
away the huge effort typically observed in yearend reporting
and moves towards a continuous reporting flow. We have
seen businesses actively align their executive committee and
board reporting to their Integrated Reporting process, and
vice-versa. The result is that what gets reported is managed
throughout the year so there are no surprises in the yearend
reporting process.

Forward-looking focus

Integrated Reports should include a forward-looking
perspective on the business corroborated by a look-back
on performance against strategies and strategic objectives.
This marks a shift in focus from short-term historical
financial performance to providing an understanding of
how management is driving the medium to long-term
business prospects. The cultural change required from
report preparers is substantial.

Business-case driven approach
Implementation of Integrated Reporting has mostly
been a positive experience for corporates that have

Management can fall into the trap of ‘fixing the report’ on an
ad hoc basis rather than addressing the underlying issues.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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We have seen businesses actively align their executive
committee and board reporting to their Integrated Reporting

process, and vice-versa.

established a clear business-case driven approach to
the task. Most organizations have built on their existing
reporting practices and now are focussing on areas
needing improvement.

What do users think?

It is early days and there has not been overwhelming
feedback from users — yet. We believe this will take time as
users get used to the new approach to business reporting
and Integrated Reporting gathers momentum, and as more
detailed content is provided around the broader range of
issues being identified in the report.

A number of forums and interaction between reporters and
stakeholders are taking place on a collective and individual
basis. This ongoing interaction and feedback should start

the stakeholder engagement that is required to more clearly
define users’ legitimate requirements and expectations from
Integrated Reporting.

But it is not just about the users of the reports. There are
clear benefits for underlying businesses adopting Integrated
Reporting. Interestingly a lot of positive feedback comes
from management teams who are finding that Integrated
Reporting enables them to:

e Focus the business on the really material issues
e Achieve integrated thinking and integrated management

e Consider risks and opportunities more widely
(including environmental, social and governance,
and stakeholder engagement)

e Communicate strategy more effectively
e Enhance performance reporting

e Streamline reporting externally and internally

Where now for South African companies?

This has been a discovery process for the many first-time
integrated reporters, and the first annual wave of reports
got this project off to a good start. The International
Integrated Reporting Council pilot programme is also
adding international momentum.

The South African business community has responded
positively to something that has been a long time in coming.
Most businesses view it as a refreshing way of looking at
and managing their businesses and reporting both internally
and externally.

Peer groups are establishing benchmarks and trends in
terms of structure and content as well as common material
issues and performance measures. This has been particularly
evident in the mining and banking sectors.

Most first-time reporters have identified areas of their
Integrated Reporting process that can be improved, and
we expect that report detail will improve as its value
becomes apparent and the underlying reporting systems
improve. Many of these developments will be addressed
in the journey to better reporting that has been adopted
and will become evident in new generations of Integrated
Reports. Most importantly it should be recognized that
Integrated Reporting is a way of achieving Better Business
Reporting. It is being driven by businesses and their
stakeholders as opposed to being simply another regulatory
compliance exercise. The successes and better practice
trends being developed as well as continued stakeholder
engagement, thought leadership and drive by the business
community will ultimately underpin the future success of
Integrated Reporting.

The days of having a stand-
alone sustainability strategy
are gone.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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Better Business Reporting in practice:
Challenges found (and how you can
overcome them)

Various common challenges and critical success factors
emerged as we worked with clients in South Africa

to tackle Integrated Reporting. Leading reports found
innovative solutions and are establishing best practice
trends in many of these areas, bringing creative thinking to
the table. It is clear from the leading reports that Integrated
Reporting in these companies was driven by the business
- by its objectives, by its strategy, and by the different areas
of the business working together to create integrated value
across the organization as a whole. Leading companies
also demonstrated strong interaction between reporters
and stakeholders.

This approach has already started to pay dividends with
the results looping back into the different areas of an
organization and flowing through to its governance and
continuing improvement of long-term strategy. As the
Integrated Reporting process continues to mature, this
interaction should generate increasing benefits for an
organization and its value creation. Here we consider our
findings so far on some of the challenges and success
factors noted to date.

IFRS reporting in the
financial statements remains
a safe haven for objective
reporting which can be
reconciled to the analysis
provided by management in
the Integrated Reports.

Materiality

Materiality is applied at all levels of Integrated Reporting,
particularly in risk and opportunity analysis but also in
considering the impact of strategic focus areas and
performance reporting and outlook.

Quantitative materiality thresholds can be defined using
traditional concepts of reporting materiality but qualitative
criteria need to consider issues including reputation, credibility,
sensitivity and strategic relevance of matters. The structure of
a well-designed Integrated Report provides a natural basis for
determining the material qualitative issues.

Reporters who have applied the connectivity principle
effectively have found that their report content
naturally addresses the most material issues affecting
business value.

Additionally, the stakeholder assessments that many
companies went through as part of their reporting process has
helped them to step back to identify a more complete picture
of business challenges and opportunities. In this respect
materiality has been much less of an issue than many had
originally anticipated.

Assurance

Developing an appropriate assurance process over integrated
reporting is a significant challenge for many organizations. A
focus group has been formed in South Africa to address this
challenge and develop guidance in consultation with regulators
and other stakeholders.

A combined (internal and external) assurance approach is at
the heart of an efficient and effective strategy. The assurance
approach needs to combine the following:

e Governance — oversight and approval of the reporting
strategy, structures and processes

® Processes — establishment of appropriate processes,
systems and controls at all levels of the Integrated
Reporting process, including internal audit and external
assurance providers

e Data — assurance over quality of underlying data
e Use of judgment — assessments of risk and materiality

The first challenge for reporters is to build appropriate
systems of controls over these new reporting areas.
The size of this task should not be under-estimated
given the volume of qualitative and quantitative data
which has not previously been subject to a formal
reporting process.

Once this has been achieved we expect that the assurance
community (internal and external) will be ready to meet the
demand for broader assurance in these areas by building on
existing assurance standards for forward-looking and non-
financial information.

Logical links and flows

Connecting elements of the report is critical to the success of
effective Integrated Reporting. Appropriate structuring leads
to good linkage and logical flow. Redundancies and irrelevant
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content can be identified through an editing process that links
content across the Integrated Reporting elements.

The ultimate test? If it's not linked, it doesn’t belong.

Regulatory requirements and other reporting
Organizations in South Africa need to continue to meet

their regulatory reporting requirements under King Ill, the
Companies Act of 2008, International Financial Reporting
Standards and the JSE Listing requirements. They may also
wish to subscribe to certain non-mandatory frameworks (such
as the Global Reporting Initiative, JSE Socially Responsible
Index, Carbon Disclosure Project, United Nations Global
Compact and Millennium Development Goals).

Many companies have found the most effective way of
dealing with additional content that's not material in the
context of the Annual Report itself has been by providing
explicit links to other documents.

For example, often only abridged financial statements are
provided with linkage to a separate document containing the
full IFRS financial statements. This approach has worked well
where the linkages have been clearly highlighted and are easy
to follow.

Stakeholder engagement

Stakeholder engagement is sometimes overlooked or dealt
with at a shallow level. Integrated Reports should reflect
meaningful interaction and engagement with stakeholders,
filtering to material issues and demonstrating responsiveness
in the business strategy and ultimately performance.

Leading reports demonstrate that interaction actually took
place and specify the issues arising from it rather than
using generic stakeholder engagement avenues

and themes.

Organizations that have addressed shortcomings in their
stakeholder engagement processes find that a wealth of
business intelligence lies in meaningful interaction with
stakeholders across all spectrums of the business.

Providing a balanced view

Users of reports typically want a clear view of shortcomings
and challenges businesses face. Most importantly, they want
to understand how management is dealing with these issues.

Businesses tend to think that reporting these challenges

can lead to a negative perception of the organization. Those
charged with governance have a responsibility to ensure that
the Integrated Report deals with all the organization’s material
issues in an objective manner, providing a balanced view of
the organization.

Ultimately most businesses have developed what they
consider to be the best strategy to deal with the challenges
they face. They have generally found it preferable to
explain how they’re managing the issue rather than
retreat behind boilerplate disclosure that may leave
readers with the impression it is not being addressed at
all. Similarly, organizations may benefit from highlighting the
opportunities and competitive advantages they have achieved
in successfully executing their strategies.

Integrated Reporting Issue 2 | 13

Stating the business strategy

Many reports only set out generic strategic themes or
objectives for the organization. Businesses need to state

the underlying strategies clearly so users can understand

the essence of these plans and where they will take the
organization. Only by understanding a strategy can performance
be understood. Articulation of strategy usually requires an
outline of the underlying activities, initiatives and processes
linking to the associated targeted performance and aspirations.

Selecting the right KPIs
Key performance indicators presented in reports are only
effective when placed in context.

It is important to link KPI's to underlying strategic
imperatives as well as associated targets and trends that
provide the required context. Some organizations have gone
as far as benchmarking KPIs with their peer groups locally

and internationally.

It is notable that the extractive industries and banking sector
have been leaders in providing additional performance
information. Peer pressure may be playing a part here, with
participants reluctant to risk challenge over the completeness of
their disclosures.

Financial performance analysis

Financial results included in Integrated Reports are often limited
to summarized financial statements prepared on an abridged
basis. Better reports provide analysis of drivers of volatility

and sustainability of trends in financial performance and link
them to underlying strategic initiatives. This could extend to
providing management'’s perspective on sustainable earnings
and identifying what are considered exceptional items in the
financial results. IFRS reporting in the financial statements
remains a safe haven for objective reporting which can be
reconciled to the analysis provided by management in the
Integrated Reports.

Targets and future performance

The forward-looking orientation of Integrated Reporting
necessitates preparers to start providing meaningful insight into
management’s plans and aspirations. It does not necessarily
require management to provide detailed projections or
forecasts of financial performance. Ideally the uncertainties and
non-controlled factors should be identified and their impact on
performance outlined in sensitivity analysis. Management's
aspirations and targets should focus on what they control from
a strategic and operational perspective.

Reporters can be reluctant to provide targets and future
performance aspirations in their external reports. Reasons
given revolve around regulatory concerns on providing
forward-looking information and creating expectations that
may be used against management in future periods. Often
regulatory concerns and commercial sensitivities can be
managed through careful presentation. \\Nithout guidance
on future performance goals, many users set their own implicit
expectations — these can be equally damaging to management
if not met.
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\VWhat does an

Integrated Report ook like?

By Michael Bray, KPMG in Australia and Matt Chapman, KPMG in the UK

One of the questions KPMG member firms are most often
asked in relation to Integrated Reporting is: what does an
Integrated Report look like? Whilst some organizations have
made significant progress in applying Integrated Reporting
principles, they are all, in our view, still on the journey
towards Better Business Reporting.

One of the distinguishing features of Integrated Reporting

is that in contrast to compliance based reporting, there can
be no model report — every report must be built around

the unique business model of the preparer. This requires a
very different mindset when looking at examples of good
reporting. There are many good illustrations of how to report
specific matters but examples can only provide a starting
point for a company’s own reporting, not a template.

The starting point for understanding how Integrated
Reporting works is considering the application of the content
elements and guiding principles of the IIRC's Integrated
Reporting framework. We have not provided an example of
an overall ‘perfect’ Integrated Report as it simply does not
exist at this stage, although the experience in South Africa
and the work of the IIRC pilot programme will take us in
that direction in the future. What we have done instead is
to show the elements that companies need to consider

in building up their Integrated Reports, and give some
examples of good practice to date.

Integrated Reporting building blocks
The IIRC has set out the content elements and guiding
principles which underlie Integrated Reporting.

The Integrated Report should cover the six content elements
using the five guiding principles to enable capital providers
and other key stakeholders to make decisions about the
business's value and stewardship — the matters that shape
its value for the longer term, its aspirations and plans for the
medium-term, the business as it currently stands, and how it
has delivered on its promises.

Guiding principles for Integrated Reporting

Strategic focus

Future Orientation

Connectivity of information

Responsiveness and stakeholder inclusiveness

Conciseness, reliability and material

It is important to note that whilst the content elements
provide a good overall structure, there is no need to
assemble the report in a linear fashion. A consistent thread
of key issues should run throughout the report — it should be
possible to follow a strategic objective all the way through
the report, from how that objective relates to the business
model, through the associated risks and risk mitigation
strategies, to the key performance indicators measuring
progress in achieving these, and to the future outlook.

Applying the Integrated Reporting Content elements

YOUR REPORT
1

READER’S NEEDS
1

BUSINESS VALUE
1
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Organisation & Business Model
Future Outlook

Value impact

Game Changers
(long-term)

Management Plans
(medium-term)

Stewardship
assessment

Business As Usual
(short-term)
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Can | model it?

Ultimately good reporting is about meeting investors’ needs.
For an Annual Report this comes down to answering two
key questions. What does it tell me about the value of the
business and what does it tell me about the management’s
stewardship of the business? Some of the best examples of
reporting help readers understand how to model value - how
to structure a cash flow model of the business and how to
form views on the key model judgments. Businesses that
don't do this risk greater capital markets volatility.

Tackling Integrated Reporting by element

On the following pages we consider each of the six
content elements and the challenges that reporters have
in addressing them. In doing so, we also highlight how the
guiding principles apply across the content elements.

We set out the questions reporters need to ask themselves
before moving on to give illustrations of good practice. In a
publication of this size, we can only cover a limited number
of examples: there are many more examples of ‘good’ out
there. Some of these have come from South African public
companies that are now preparing their second round of
Integrated Reports. Other examples come from companies
which have been working to improve their reporting
without necessarily seeking to follow the Integrated
Reporting principles.
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Integrating with IFRS and other reporting
frameworks

Many South African companies are rebranding their annual
reports as ‘integrated annual reports’, with Integrated
Reporting replacing the ‘front end’ of the annual report
and IFRS-based financial statements either in the same
document or published separately.

Existing Annual Report elements such as chairman’s
statements, CEO reports and operational reviews are
being re-focussed on specific Integrated Reporting content
elements. Many companies are also continuing to produce
GRI-based sustainability reports, usually in a separate
publication or on-line.

Material information from the financial and sustainability
reporting is being retained in the Integrated Report and
supplemented with new ‘value-indicating” KPIs. Other
reporting may be reduced in volume and complexity by
the renewed focus that Integrated Reporting can bring.
The financial statements of UK company [TV provide an
interesting example of how financial statements can be
de-cluttered to provide a clearer report within the existing
IFRS framework.

In the longer term, Integrated Reporting may become a
self-contained, clear and concise articulation of business
value and stewardship. Integrated Reporting may be
distributed electronically, or even be an electronic repository
from which readers can drill down to other reports for detail.

ANNUAL REPORT

Typical approach

e Structured around Integrated Reporting content elements

* Retains traditional components (Chairman’s statement etc) within the Integrated Reporting framework
e Incorporates the financial and non-financial data necessary to understand all components of business value
* No direct change to supporting reports such as the financial statements and corporate responsibility

report (though there may be an opportunity to cut clutter from both)

FINANCIAL

STATEMENTS

CORPORATE
RESPONSIBILITY

OTHER REPORTS
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Organizational overview
& business model.

This element of the report provides essential context to the
report user. It provides the foundation on which the more
specific disclosures elsewhere in the report are based. It is
also the part of the report that users will fall back on to
assess the headline impact of unexpected events on
future cash generation in the absence of any specific
management guidance.

Challenges:

¢ |s sufficient detail provided to understand the relative
importance of each group of assets / activities to the
value of the business?

¢ |s the analysis sufficient to put the elements of the
business into context?

e Do the components of the business model described
link through to the rest of the report?.

The starting point is an explanation of how the business works and
the factors which affect the continued operation of the business
model. Sasol and National Grid are among a growing number of

companies that have found a graphical presentation to be helpful.

A high level view of the business model provides a starting
point for readers to understand the business on its terms —in
fact it should be the foundation of the report. However, it's not
enough on its own. Detail is needed if readers are to use the
business model description in their decision-making. The right
detail will support two different perspectives on the business
—readers will need both of these when making different
judgments about the business:

1 Explaining business activity

A good description of the business model should provide a
basis for explaining each aspect of the business operations —
the suppliers it interacts with, the inputs on which it depends,
the processes it undertakes, the outputs it produces, and the
customers it sells to. For example, in their Sustainable Living
Plan, Unilever identify their top 10 raw materials by volume.
This helps readers understand the potential impact of strategic
objectives around sustainable sourcing.

This is not to say that extensive disclosures are required in
each area — the amount of detail only needs to be sufficient
for readers to assess the impact of the material risks and
opportunities identified elsewhere in the report.

Example - Explaining the business model

Operating and Financial Review

How the US electricity industry works

o pu
150 Now Englans for s

10 purchase sscticty,

Commercial

fves lecticy rom the substation
Hage ha they can e, The

1 nave e oo 1o Select nar cneray
T iy o roal markeorsieneray

Sy i i pary suppleefo the commedity

& National Grid pc | Annual Report and Accounts 2010/11

‘Annual Report and Accounts 2010711 | National Grid e 15

Source: National Grid plc Annual Report and Accounts 2010/11, pages 14-15
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2 Explaining the business'’s resources

The business will generally depend on different resources at How well does your reporting explain your
each stage in its process. Readers will want to understand business model?

the extent to which the business depends on these capitals

and the impact it has on them. They will represent the Would a reader agree with these statements?

key source of risk and opportunity for the business.

The frustration for many reporters has been that the cost
of managing these resources is covered in traditional
corporate reporting whilst the benefit is not.

e | understand the resources on which the business
has access to, depends on, and how it affects them

e | can see what the business currently does and how

The IIRC has identified six capitals: financial, intellectual, it adds value

manufactured, social, human and natural. Not all will be

significant for every reporter but some will be essential

if readers are to understand the resources the business

depends on and how it affects them. e | understand the high level assumptions that
underpin the business model

e | can see how management’s plans will change the
shape of the business

The mining industry has been providing in-depth analysis
of its natural resources for many years. The result is much
greater visibility over how management of the productive

capacity of the business is evolving. Other businesses Detail is needed if readers

will have different priorities — for example brand .
management — but they may well benefit from following are to use the business
similar reporting principles. mOdel description in their

decision-making.

Example - Explaining the business model

introduction to sasol /continued sasoL :‘;

our integrated business model

Sasol’sintegrated business model is fundamental to our ability to create value using our proprietary technology
and processes to produce liquid fuels and chemical products.

GTL Diesel
GTL Naphtha

Product

exploration
& production

Markets

high temperature conversion

crude ol as feedstock

New Energy

sustaining our integrated business model

Source: Sasol Integrated Annual Report 2011, pages 8-9

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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Operating context including

risks & opportunities.

This part of the report describes the external factors affecting

the business (both positively and negatively) and how the
business identifies and responds to these factors.

Compliance led reporting has generally focussed on the
downside risks here but if a more complete picture of
value is to be given, business opportunities also need to be
addressed as they form a major part of the long-term value

of many businesses.

Challenges:

e Does the description balance the focus between
the long-term major risks to the business model and

short-term operational issues?

¢ |s sufficient detail provided to understand the impact
of the risk / opportunity? For example, what size of

revenue segment does it affect?

Some reporters clearly put a great deal of effort into
identifying potential risks. \We believe readers will be more
interested in gaining a deeper understanding of the smaller
number of issues that could have a fundamental effect on
business value.

Some companies provide a broad-ranging analysis of their
risks and their management, explaining their risk management
performance in some detail in terms of risk tolerance levels
set by the board (risk area, aspirations, tolerance level, targets,
and 2010 and 2011 performance). They also comment on their
risk review process and risk management assurance.

The linkage of issues across the report can help keep it
focused on the most material issues. If an issue is identified
as a key risk or opportunity, linkage demands that the
strategy and performance in managing it are also explained,
together with future outlook and governance. If management
find it difficult to explain these, they should ask themselves
whether they are reporting on issues that are of only
peripheral relevance.

Example - Risk management, strategy and performance

2.2 Risk management
Effective and integrated risk
management sits at the heart
of true business sustainability

During the year our international
operations were surveyed by the
IMIU (international Mining Industry

During 2011, the ERM process

Figure 2.10: Risk, strategy and performance (within the tolerance levels set by the Board)

social, health and safety risks.
The overriding purpose of the

become more resilient in the global
business environment and achieve
its strategic objectives - to grow
Gold Fields, to optimise its

claim into the insurance market.

Additional content online

Underwriters) and our South African e Risk Area Aspirations Tolerance level Trgets 2010 201
kot swahabineg TS DY et oo
Enterprise Risk Management (ERM) P J s + The ERM process is fully FIFR - Zero on 012
i our SR 25%less 22 261
at Safety ZeroHarm ZeroHarm e e T e o
and v T
DUSINESS 31t of the mines areplaced in T E e — MR- L An 6
MTFR-25%less 706" 568
400 mines assessed. * Allthe key principles of the Health ZeroHarm Zero Harm e maaon®®  Ontrack  Onrack
150 ik
Gold Fields has operated for 11 idel Environment ZeroHarm Zero Level 4 and s incidents zero zero Zero
ERM process s to help Gold Fields ‘years without maimg aproperty Moz by 2015 95% compliance 35Moz 35 35
+ Gold Fields has established Gold Deliver

amature risk management
process that s leading many
of the approaches in the non-

future. It also supports our efforts
toachieve the highest levels of
corporate governance, as well
asfull compliance with the risk

& vnongodtlds coza

management requirements of South
Africa’s King il Code:

Figure 2.8: Enterprise Risk Management process — definition

‘The ERM process is comprised
of two integrated and well-aligned
components: operational risk
management and strategic risk
management (see Figure 2.8).

Itis aligned with the 150 31000
international standard on

tisk management.

Figure 2.9: Risk management review process

NCE 25% NCE 15% 20% 16% 25

Hum: Pipeline of scarce and 609% - successor cover atio .
Resources crtical skills fortop 250 employees oo 5% o
Global leader Full ompli hall
Licence to in sustainable legal an ity Full compliance 100%  100%
operate
gold mining comr
Ethics and Full complance - SOX and No material/significant  No material/ significant
substantial compliance to il Ni
p faiures faiures
ing

o Propts P deveron e rononn Soutneep Chucapacs, o
Capital Projects budget 7% 10% overrun FSE, APP Yanfolila Ontrack  Ontrack
Properssessmentof ok ;
Nergoss e i s Nearine heperfn Onwd Oniack
A with the risk
hoproprie g ovard gt
Exporation i foperGEAR ¢ Ontack Onrck
e
] ] ]
o —
et e
e
Risk review process The. ' Risk assurance

are then reviewed by the Gold Fields
Executive Committee (ExCo) on
abiannual basis. Mitigation

The muli-stage strategic risk
management process starts with
quarterly

Our Risk Management Charter
provides for four levels of ERM
process assurance: (1) Financial

strategies are developed on the

assessments at each of our mines
basis of this review, which are

and service divisions. In addition, all

Internal Controllers review mitigating

presented at the Audit Committee's

strategies on a regular basis to

sites regularly conduct operational
i ments
standards set by Simrac (Safety

in Mines Research Advisory
Comittee) in South Africa and the
AU/NZ Standard 4360 in Australasia.

‘The Board and company

in the Cura risk management
software system; (2) Internal
Audit conducts an annual review

Key strategic rsks are identified and
analysed, and mitigating actions are
putin place (or eviewed if already
in place). The regions' top risks are
forwarded to the egional executive
committees, which review the risk
register and decide on appropriate
mitigating actions.

Nonetheless, the integral involvement
of

on the risk
management process; (3) Internal
Audit provides assurance to the

he process
essential to ensue the effectiveness
of the system.

Board that
isintegrated into the daly business
activities of Gold Fields; (4) Internal
Audit conducts an annual review of
the mitigating strategies of the top
tisks in the risk registers to ensure
they are being implemented.

Source: Gold Fields Integrated Annual Review, 2011, pages 36-37
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The linkage of issues across the report can help
keep it focused on the most material issues.

Many South African reporters have used stakeholder
interaction as a basis for providing the assessment of
operational and strategic risk. This approach can help to
balance focus on the major long term risks and opportunities
that can transform business value with the more immediate
operational challenges on which management focusses

on a daily basis. This distinction between long and short-term
is particularly important in this part of the report — readers
need to understand both.

Nedbank overviews its various key stakeholders and their key
issues, introducing each of them, explaining the importance
of each and why they need to be engaged and how they
have been engaged. Nedbank pays particular attention to

its individual key stakeholders. For example, in relation to
regulators it reviews relevant objectives, summarizes the
strategy for 2011 and self-assesses performance. It ties this
to strategic objectives for 2012 and beyond, and comments
on feedback and resultant actions. It also cross-references /
links to other reports.

How well does your reporting explain the operating
context of the business?

Would a reader agree with these statements?

e | understand the risks and opportunities associated
with the resources on which the business depends on

| can see how the business affects (positively and
negatively) the providers of the resources that it
depends on

Management has explained the assumptions around
future business environment on which the
organization’s plans are based; | understand the
change in resource required to deliver this plan

| understand the current risks and opportunities faced
by the business and how they are managed

Example - Stakeholder engagement

STAKEHOLDER OVERVIEW

SHAREHOLDERS

Foring
oy

GRIFSSSIFSS,
GRIGAT:12

o
ey

Defintions and
abbreviaions

Stakeholder overview

o Building Africa’s most admired bank by our staff, clients,
I d i

| NEDBANK GROUP INTEGRATED REPORT 2011

STAKEHOLDER INTRODUCTION

Rering
froeis

@ s —
GATATAATS,
e e

: (E) iy
Types of engagement Culural
. sustainabilty

oy Pages 136151

‘working environment.

ez
@ cevrs e
Reasons for engagement
ok th el i e of e e
" To oo oot ke and sk ons t e he e e
o e e s Sl f s it
Tocmre sy ofprarl frmenin

social media surveys and marketing and advertsing activies

@ sHnreHoLDERS
Reasons for engagement

Types of engagement

B oy
A ho communscations and aneweringnvestr an snalst ueres.
- Annual general meeting and othe meetings.

. presetatons.

St xchang: NewsSevice (SEVS) armuncamer's.
st ansys rifings

. Fesuck v ke ot o he copontewebste.

ormation.
O Mutyal

@ recuLaToRs @‘;:m,
Reasons forengagement

‘Types of engagement

o o e
R ot e s -
@ s

@ communmes
Sodl

Reasons for engagement

o
(NGO:

envionmentally responsible marner.
. o

Types of engagement g

N ity
NEDBANK GROUP INTEGRATED REPORT 2011 |

organsatons,

Stakeholder overview

Ads
(UNEPF)

Source: Nedbank Group Integrated Report 2011, pages 16-17

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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Strategic objectives

This part of the report should explain the vision of how the
organization will look in the future and how it will get there.
There should be a natural link between the operating risks
and opportunities identified elsewhere in the report and the
strategy for dealing with them. The result should be a mix
of information covering both short-term operational strategy
and the long-term strategic vision for the business.

Challenges:

Are the consequences (good and bad) for the
organization's resource requirements and availability
clear — and does analysis in the rest of the report
support this understanding?

Are the consequences of the strategy visible in both
the performance and outlook sections of the report?

Does the content describe a long-term vision for the
business or near-term tweaks to business operations?

An effective description of strategy should have three key
elements: vision, starting point and delivery:

1 Vision

Where are we trying to get to? Focus on what the business
should look like after management has implemented its
strategy. Help readers understand the rationale for following
the vision (including any changes to previous strategies) and
the assumptions about the future on which it is based.

2 Starting point

This is the base from which the business is starting its
journey, including its strengths and exposures, focussing on
those aspects of the business that are directly relevant to
the strategy. A good description here provides a basis for
understanding how business activities and resources will
need to change as a result of following the strategy.

3 Delivery

Leading reports help readers understand the milestones on
the journey to delivering the change, and an explanation of
how the key risks and opportunities are being managed and
the impact they could have on the strategic goal. This should
form the basis for identifying the operational performance
indicators that show readers how the business has
progressed in delivering the strategy.

The following example from ITV demonstrates the unique
aspects of its business strategy.

Example - Explaining business strategy

Drive new
revenue streams
by exploiting
our content
across multiple

platforms,

free and pay.

Enter pay TV

Transform itv.com

Own customer relationships on
connected platforms

Total Value approach to brand
exploitation

Build addressable advertising capabilities

Transforming ITV

‘Develop new revenue
streams through building
our programme brands
and platform offerings’

How are we going to achieve it?

hannel

Partofour
platform strategy will also be the launch of

driving

new revenue streams through between their favourie Freeview channels

and -l on ITV Player and the BBC iPlayer,

gl

Inaddition, we il

ise the reach
TV Player

value of our programming. With our new

MV Live Phone app.

Source: ITV plc Report and Accounts 2010, pages 17-18
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It is important to demonstrate the unique features of the
strategy. After all, this is management'’s opportunity to explain How clearly does your reporting explain the
how it is enhancing the business model. Reporters who don't business strategy?

do this, risk falling back on generic industry-level objectives
such as market leadership. This adds little value, and in reality

Would a reader agree with these statements?

may be creating operational goals that the business has little e | understand where the company is on its journey
hope of achieving. In contrast, ITV's description of its strategy towards its strategic vision

ran to some 19 pages in its 2010 Annual Report, providing

readers with a clear picture of how the business is expected | understand how the business will change in the

to change under management’s plans. short-term as it develops towards its strategic vision

| can see the operational milestones in implementing
the business strategy

| can see in broad terms how the business plans to
evolve to meet changes in its operating environment;
| understand its strengths and weaknesses as it
prepares to meet this challenge

| understand how the long-term strategy will

This is management’s be delivered
opportunity to explain
how it is enhancing the
business model.

Example - Explaining business strategy

‘National Australia Bank
Annual Review 2011 Our business | Our strategy

“NAB’s strategy for fair exchange of value has been
reinforced by a number of Personal Banking initiatives
including competitively priced products and services,
leading the industry by abolishing early exit fees.”
Cameron Clyne, Group CEO

Ourstrategy
continue

3

Reduce complexity
and cost.
« Continually improve key areas of customer service

4

Enhance our
reputation.

* Improving our customer outcomes

* Investin our people —lesdersp and sl development,dhersy
v « Address our broader responsibility in society ~ education, inclusion
banking, finance and risk systems, processes and tools and environment

2011 HIGHLIGHTS. 2011 HIGHLIGHTS

+ Simpifiedour product ranges + Avarded

expense management
* Upgrade our technology with a multyear program that will make
! . e il

second consecutive year

customer pocess. + Awarded Most Saisied Customers” of the Major Banks by Canstar Blue
FOCUS GOING FORWARD

« Responsible managemen of costs within growth

MLC & NAB WEALTH
Acore prioriy at MLC & NAB Wealh s o create
marketeadin

forthe year ahead
FOCUS GOING FORWARD

. o More Give, Less Take'
forfairer and better barking

e oo
celate Business implementation—
FREime
e e s b et
instantty, which recuces.
o i e
iraton. Uimatey il s
‘pendmore fmeaciualyspeaing wincans”
Gt s oo oy

disclosed diversty targets

wider community

Source: National Australia Bank Annual review 2011, pages 12-13

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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Performance

This part of the report describes current levels of
performance both as a basis for assessing progress in
delivering management’s strategic targets and as a base for
understanding the future outlook for the business.

Challenges:

¢ |s the analysis of performance on a basis consistent
with to the operational reality of the business
and on a basis that can be projected forwards by the
reader by applying a set of operational assumptions?

e Have all aspects of corporate strategy been addressed?

e Does ‘underlying performance’ provide a balanced
perspective from which the future outlook can
be assessed?

If the foundation of the report has been well designed
(covering business model, operating context, and strategy),
the material areas for performance reporting should naturally
follow. However, care needs to be taken in selecting the right
measures to report. The performance indicators selected
need to support readers’ decision-making processes. This
means recognizing that different types of measures are
relevant to different judgments.

The following four key areas should help readers form a
clearer view of business value and stewardship:

1 How has the ‘asset’ base changed and how has

it been managed?

Businesses investing in their asset base can be frustrated
that financial reporting rules often class their investment

as a cost rather than an asset. It is in both companies’ and
investors' interest that a broader view be provided. The six
capitals (financial, intellectual, manufactured, social, human,
natural) outlined by the IIRC should help preparers provide a
more complete picture of investment in (and consumption
of) the asset base, and ultimately help readers understand
whether the productive capacity of the business has
declined or been enhanced.

In some instances, it may be possible to report on specific
outcomes — for example brand recognition scores. In

others, reporting on investment in the asset may be more
appropriate — for example research investment. In all cases it
is important to focus on investment that has a direct benefit
to the business.

\Woodside Petroleum shows how the creation of new oil and
gas reserves can be reported.

2 How has the business performed against its
operational objectives?

Operational objectives cover both the management of risk and
the delivery of performance milestones. The measures that are
reported on here should follow naturally from the description of
operating context (management of risk) and business strategy
(performance milestones). If these parts of the report have

a clear focus there should be a relatively small number of

key operational performance indicators that are aligned with
measures that management is itself using to run the business.

The example below from Marks and Spencer Group plc shows
operational performance against management’s plan.

3 What underlying return is being generated

by the business?

The starting point for most valuation models will be the current
earnings generation capacity and growth of the business.

A consequence of this is that, without adjustment, small
earnings fluctuations can have a magnified effect on valuation
assessments leading to share price volatility.

Companies have long reported adjusted earnings figures that
can help provide a more stable base for this assessment than
raw financial data. There is however a distinction between the
backwards-looking adjustments that are typically reported,
and the more forward-looking analysis needed to help readers
understand the current earnings run-rate. As an illustration,
the results of acquisitions are often excluded from underlying
earnings — this provides a basis for comparison of business
performance against targets but it does not help readers
understand the earnings generation capability of the business
post-acquisition earnings. To understand this, readers will need
to see the impact pre-acquisition earnings would have had on
statutory earnings.

4 What does current performance say about the
prospects of the business?

As well as providing a basis for understanding underlying
business return, current performance information also helps
readers understand the implications for future performance —
but the information needed for this is different.

The focus here generally needs to be on identifying and
explaining performance variances — in particular variances
against the strategic objectives management has set itself.
The relevant measures will often be operational rather
than financial in nature. A balanced view, written from an
operational perspective, is important here — the logic of
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The performance indicators selected need to
support readers’ decision-making processes.

Integrated Reporting means that any gaps in the reporting
of strategically important performance will be immediately
apparent to readers. Most businesses respond quickly to
areas of operational under performance. The opportunity to
explain this response should be preferable to leaving readers
to assess the implications for themselves.

The quality and depth of the business model description
will be important in helping readers relate the implications
of operational performance variances to overall business
performance and value. In a well designed report, detail
provided in the business model should follow the same
operational structures as the performance analysis. So, for
example if one segment of the customer base is performing
ahead of expectations, readers can look to the business
model to understand the relative size of that base and
ultimately form their own judgment on the implications for

How well does your reporting explain
business performance?

Would a reader agree with these statements?

e | can see the extent to which the productive capacity
of the business has been retained / enhanced

| can see the extent to which management is
delivering on its short, medium, and long-term
change programme

| can see how successful the business is in
generating value

| understand the capacity of the business to
generate value

futur rnings. - o :
uture eamings | have sufficient visibility over the key short-medium,

and long-term risk indicators to assess whether its
current direction and ability to generate financial
returns is sustainable

Example - Reporting operating performance

Overview Our
Reserves statement performance

Financial performance

Contingent resources increased 322.7 MMboe primarily due to positive
revisions in the Greater Browse fields and exploration and appraisal

success in the Greater Exmouth and Greater Pluto regions.

2011 Key performance highiights
“The thvee year organic Proved

2010 Crange%
i Proves™ Wivbos 12924 3085 (121
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MMboo | 21565 18135 176
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o
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Sournot 1455, croaioastoroportolotat dersaleadng
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Source: Woodside Petroleum Ltd Annual
Report, 2011, page 16.The above disclosures
reflect the Group’s position as at
31 Dec 2011

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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VWhat does it look like?

Future outlook

This part of the report should provide a basis for readers

to form their own views on the long-term prospects of the
business. The information in this section is central to readers’
understanding of business value. But businesses have
traditionally been wary of sharing this type of information.
This is understandably a difficult area given the legal and
regulatory environment in which businesses operate. We
believe the approach outlined below can make it easier for
businesses to manage these concerns.

Challenges:

e Are assumptions expressed in sufficient detail that
readers can understand the impact of flexing them?
Does the description of existing operations also

support this?

Does the outlook help readers form their own
views — to the extent possible — on the long-

term elements of a valuation assessment as well as
the short-term?

1 Help readers form their own views of the future

Don't assume that explaining the future outlook requires

a financial forecast. If enough clarity is provided over your
existing operations, readers should be able to build their
own judgments around management'’s expectations for

the operational performance of the different parts of the
business rather than relying on high level financial forecasts.
For example, AstraZeneca provide information on both
research progress and future patent expiries.

2 Don’t take responsibility for assumptions

you can’t control

Financial forecasts and projections inevitably involve
significant assumptions that are beyond management’s
operational control. Help readers to understand these
assumptions by explaining them. BHP Billiton plc achieves
this by providing a sensitivity analysis to metals prices based
on current year performance.

3 Stay at the right level

Commercial sensitivities are a natural concern for many
businesses when looking to the future. However, the
information needed for shareholders to assess future
business value is generally at a much higher level to that
which would be relevant to a competitor. For example
shareholders may be looking to understand growth in a
particular market but are less likely to need to know the

Example - Patent development and expiries

Patent expiries for our key marketed products.

Pipeline by Therapy Area at 31 December 2011

i
H

N
HEEE A

/2[5 (¥ 5[5

&
B
5
B

3
3
s
§
.
5
3

H
B
HEE

:
i
g

HEHEE
8|
K

o

The expiry

securad, expirad or lost then RDP may b the sole P right protecting

in order . Signifcant
ple, through

fora number of years in aimited number of countries. The period In the World Trade Organisation's Agreemen on Trade-Related

ourights to RDP and consider t an important protection for emergency. We beliows that tis shoud apply only when alothor ways
ourinventi

being challenged.

medicines reach those who need them.

‘astraZonosa Arnual Fopert an Fom 20 F formaten 2011 Delivoring our strategy ilectlProperty 35

Phase! Phase Il Phase I Line
Registration | Extensions
Cardiovascular | > izzzve > nzmzser e > GrinaBiie | > haume > capagion
= R2p40rT + optoans | > g e sstmrain
PEGASUS TN A b,
> Gestr'a
> dapagi
pootot ek
> Gy Rtz oy
etfeminFOCta. 5 as
> i > Konbig XR*
S Konbogy g+
e > L
SAVOR TN
Gastrointestinal | > tasknumab » > Enocart
s = Herim &
i
> ey
(=14
4
Infection >AZDS099 & >AZDITTI' A >CAZAV+ > Pt Fienz +
TN Sowa
ShED 5344 [ty >0 LAVFUNY
SVEDL5504 e
S NEDI 557 4 > 2t
SHED: 550 4 C=3
4
Neuroscience | >Amiasre > AZ0423 & >NKTR-116° 4 > Diriarr &
Az Am34ED'a 3 Sanre
> Az3830'e > A206TES A
Sizmses a STC2ie
SVEDIS78 4 o
4
Oncology LADUA MDA AT | Cpne o i
SADIA > mostmanad | AZDBSS1 A | Fiaecomg  fawers
Sumssiea  pas Ziostmatniy-e | >Renmak™ wed  miosan
sy beies il o e lese
4 ok > . =
e Sooumanra | o’ famaos
VED SEe s
D Gra O Uondmnare
SHED 5738
Respiratory &  >amerise > AZDIOBT & >fostamatib’a | > 0>
4 <D 54674 > A202iz3 & 2 mveas.
Inflammation >NEDI551' A > AZDS0G9 A spma o)
NIEEN = hapsi23 a > oty
ey e
S bevalunat a > o
== o
> mariinunatr &
iy
> MEDL 6968+
> siimunat? a
WS
> rdokiumah &
i

Key - showing movements since 27 January 2011

* Addition
4 No change + Launched
+ Progression

AstraZeneca Anrusl Aoport and Form 20- nformaion 2011

» New filing

© Reclassified

Therapy Area Review 57

Source: AstraZeneca Annual Report and Form 20-F Information 2011, pages 35 and 57

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.

KPMG International provides no client services. All rights reserved.



Integrated Reporting Issue 2 | 25

Readers should be able to build their own judgments
around management’s expectations.

At this level, explanations of future performance should

Example - Explaining results sensitivities focus more on the overall shape of the business rather than
detailed operational considerations. For example, recognizing
Estimated impact on FY2011 profit after taxation . -
of changes of: Us$SM that one part of the business is likely to grow faster than
US$1/bbl on oil price 43 others can help readers to adjust their expectations of overall
US¢1/Ib on aluminium price 20 margins earned.
US¢1/1b on copper price 18
US¢1/Ib on nickel price 1
US$1/t on iron ore price 80 - q
How well does your reporting explain the future
US$1/t on manganese alloy 0.5 5
US$1/dmtu on manganese ore 138 outlook for the business?
US$1/t on metallurgical coal price 22 :
US$1/t on energy coal price 24 Would a reader agree with these statements?

¢ | can see what effect management’s plans will have
on the future productive capacity of the business

Source: BHP Billiton Annual Report, 2011, page 86

technical details of a planned new product launch; the track | can see how changes to the business environment
record of past launches may be more helpful to together with management’s plans will affect the
their assessment. ability of the business to generate financial returns
4 Help readers understand the long-term prospects | can see how the ‘game changing’ issues affecting
The long-term prospects of the business are, of course, the operating environment could affect productive
hugely subjective — so is there any value in explaining these? capacity and ability to generate returns

We believe there is, but the focus of the explanation should

be different. Irrespective of whether management provides | have enough information to form my own views
this information, anyone looking to value the business will about how the issues and opportunities identified in

need to form a judgment over its long-term prospects. This is the report might affect the business
likely to represent a significant proportion of overall value.

Example - Explaining targets and aspirations

Report by the Managing Board

Strategic and financial targets

Profitabilty targets 2013 'Dow Jones Sustainability Index
- EBTDA €14- 1600 Top ranking (SAM Goid Class)
~ RocE >15% ECO+ (innovation)

80%+ of pipeline s ECO+*

Sales targets 2015

- 57% annually From approxmately 345% toward 50%
~Ctina saes fom USD 1.5 bnt0 > USD 3 b Energy efficiency.
~ Hohgr

2020,

- EBAsaes ~€tbn

Diversity and Peopler
o bo updatedin 2011

In terms of the sales targets established for this strategy period,

B

demonstrated sold growth n sales in China in 2011. DSM saw  Sea o 226 or efrin 00+
a i
‘overall sales o 39% in 2011, bringing the company closer to ts

of total net sales. Innovation sales — measured as sales from 12010 D!

i the last five  for 2015, andin 2011 par
years — reached 18% of total net sales in 2011, close tothe  meeting them. The highlights can be found on page 27.
‘company's 2015 target of approximately 20%.

High Growth Economies: from 'reaching out'to being truly
in the Areas global
(EBAS). The EBAs are DSM Biomedical, DSM Bio-based A key element of DSM in motion: driving focused growth s for
Products & Senvices and DSM Advanced Surfaces. DSM to move from being a European company reaching out to
he world 10 being a rly global company. Al the evidence
For the period 2011-2015 capital expenditure can be expected  Indicates that fast-growing econormies such as China, India,
atalevel comparable to that n the 'accelerated Vision 2070"  Brazl and Russia and other emerging areas wil be the major

period (€500-550 millon per year on average). For the totel  9rowth engines for the world economy over the next decade.
period, capital expenditure is expected to amount to €2.5-2.7  DSM's in the high growth

billon, USD 1 billon in China. In addit  the target
DSM aspires to keep asa for D

‘annualized net sales below 19%. At the end of 2011 working
annualized net sal tedto  economies.

202%
DSM has a clear focus on China, where the company has seta
target atleast X
In 2011 DSM made good progress toward this target: Ghina
sales increased 23% to USD 2.0 bilion. To support this growth
DSMintends to invest USD 1 billon in Ghina in this strategy
period. DSM willalso increase ts presence in other markets,
doubling or even trebling revenues in India, Latin America and
Russia

Source: Royal DSM Integrated Annual Report 2011, page 29

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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VWhat does it look like?

Governance & Remuneration

In many regions there are already extensive compliance-
based disclosures covering governance and remuneration
reporting. Nevertheless, there is still scope for companies
to use an Integrated Reporting approach to improve their
reporting within their local compliance framework.

Challenges:

e Compliance requirements can lead to generic
disclosure offering little that is specific to the
organization. Disclosures need to stay focussed and
relevant to the company and its business value.

Setting a tone that reflects the importance the board
places on the maintenance and enhancement of
long-term shareholder value.

Demonstrating the connection between the
decision-making processes and the business's
priorities, as set out in the rest of the report.

Below we highlight three areas where the
Integrated Reporting principles can help to improve
governance reporting:

1 Demonstrating the relevance of the board’s experience
Shareholders will expect the composition of their board

to reflect the needs of the company’s business model.
Reporters can help demonstrate this by explaining the
rationale for the board’'s composition, linking the individual
appointments (including the strengths and benefits that
individual board members bring to their roles) with an
explanation of the overall positioning of the board as a
whole. Readers should be able to understand why any board
members who are up for re-election should be re-elected

in terms of their individual contribution in the context of

the business model and how they link with the rest of the
company's governance network.

For example BHP Billiton provide a summary of Directors’
skills and experience covering the composition of each of the
main board committees.

2 How governance works within the company

Readers need to know how strategic decisions are taken.
The focus should be on how governance links to the risks
identified and their mitigation strategy, with the challenge
in ensuring that there is a link made between the decision-
making process and the business'’s priorities — its strategy
and opportunities as identified elsewhere in the report.

At the same time reporters should ensure there is not an
excessive focus on the governance process at the expense
of concentrating on the practical execution of the board’s
responsibilities and substance of its decision-making.

3 Performance and remuneration

One of the challenges of board remuneration reporting

has been the potential mismatch between the short term
financial performance of the business and its long-term
value. Integrated Reporting attempts to address this by
building reports that amongst other things highlight the
delivery of operational performance milestones against

the strategic objectives of the business. The potential is an
improved basis for remuneration reporting that's aligned with
the business mission and value creation.

How well does your reporting explain the governance
over the business?

Would a reader agree with these statements?

e | can see that key management decisions were
subject to due process and scrutiny by the board;
| can see the extent to which decisions affecting
long-term value feature in the process

| can see that the board is focussed on the issues that
matter and has the expertise to address these

| can see that the board understands and engages
with potential stakeholder issues, threats
and opportunities

| understand the amount and basis for board
remuneration and the link between remuneration
and the delivery of business strategy and value

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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The potential is an improved basis for remuneration reporting
that’s aligned with the business mission and value creation.

Example - Linking skills and remuneration to strategy

6 Remuneration Report continued
5 Corporate Governance Statement continued
6.2.2 Our remuneration policy underpins our Group strategy
5.3.3 Skills, led ience and attril of Directors continued The Remuneration Committee recognises that the implementation of the Group’s strategy and our ongoing performance depends on the
quality and motivation of our people.
skills and experience Board | Riskand Audit | Nomin Remuneration | Sustainability Our purpose is to create long-term shareholder value through the discovery, acquisition, development and marketing of natural resources.
Managing and leading Our strategy is to own and operate large, low-cost, expandable, upstream assets diversified by commadity, geography and market.
SHS'amab"e‘ success in business at a very senior levelin T Directors |3 Directors 3 Directors 3 Directors 3 Directors Our focus on the safety and health of our workforce, our fundamental drive for sustainability across all our business operations, our
2 successtul career. concern for the environment and communities within which we work, and our management of operational risks are reflected through
Global experience our remuneration policy and structures.
Senior management or equivalent experience in multiple global 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors The diagram below illustrates how BHP Billiton's remuneration policy and structures serve to support and reinforce the six key drivers
locations, exposed to a range of political, cultural, regulatory and of our strategy.
business environments.
Governance
Commitment to the highest standards of governance, including 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors FINANCIAL GROWTH
experience with a major organisation, which is subject to rigorous
governance standards and an ability to assess the effectiveness
of senior management. FINANCIAL PROJECT PIPELINE | GROWTH OPTIONS
) STRENGTH AND
Strategy 2 DISCIPLINE
Track remvd of developing and implementing a successful strategy, 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors & | The foundation - Maintaining - alancing - Focus on delivering | || Building embedded
probing and challenging the % financial flxibity - f an enhanced - growth capacity -
dehvely nlagveed strategic planning objectives. M assets and - with the cost - ource - and the ability -
H managing them in - | f{ of finance in - endowment to - 10 pursue new -
Financial acumen & || motivated people - p - organic growth -
Senior executive o equivalent experience in financial accounting and 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors are our most - and effiient way.- || ff management - generations - options.-
reporting, corporate finance and internal financial contrals, including frecous resoure. - programs.- of growt
an ability to probe the adequacies of financial and risk controls. mamy -
Capital projects growth will lead - Susiness Condct.
. i ol . . fotour suces-
Experience working in an industry with projects involving large-scale 10 Directors | 3 Directors 3 Directors 2 Directors 3 Directors
capital outlays and long-term investment horizons. 1 1 | |
Health, saMV and environment Z We provide- Remuneration - Remuneration ramework rewards he - Consistent with our long-term strategic -
kplace health and safety, 11 Directors | 4 Directors 3 Directors 2 Directors 3 Directors 2% comp - jemanding financial - focus, perfmncemeasres r e -
and social esponsibily, and community. Fg ot motiate- | stong pefomance- neﬂurmance targets, helping drve - tolong-term growth, ards-
. 25 ondretinhighly-  inthe operational efficiency and superior - xeuiesfor dlering sustanable -
Remuneration 58 led eecuues - afheot, xalezy, results across the Group.- feturs and avoiding excessive isks.-
Board remuneration committee membership or management 12 Directors 4 Directors. 3 Directors 3 Directors 3 Directors %g willing to wo'k around - environment
experience in relation to remuneration, including incentive programs A theworld- e communiy
and pensions/superannuation and the legislation and contractual H
framework governing remuneration. | | | |
""""'9 i § § i - GMIC base salaries -+ 15% of STl for - *SToutcomes o the G are gt *The TP oprtes over  ong-te
Seni alarge mining bined 4Directors 1 Director 0 Directors 0 Directors 2 Directors are aligned with - MC members s - s the achievement of challenging - Rorizon, performance hores ate ubect
with an understanding o he Group's o nme objective to create rable - ased on health, - inancial KPIs linking remuneration to the - 1o perfomance hurde esed over -
han und dgfhcp p b] I based on heal nanci Pt ining h o hdl d
long-term value for through ¥ oles in global - safety, environment - performance of BHP Biliton’ assets and - S eyear pr
and comverson of natra esources. companes of - d commu capital management programs - The TIP links a s\gmﬁ(am component -
asimilar size - (HSEC) measures.- A 25% to 50% weighting on profit - of pay for executives to the delivery -
0il and gas cnd complerity - 1he Group's- afte tax (adjusted for foreign exchange - of superior returns for shareholders.-
Senior executive experience in the oil and gas industry, including in depth | 4 Directors 1 Director 2 Directors 2 Directors 1 irector Base salaris for - performance - movements, commodlty prices and - ~ Executives only derive value from -
knowledge of the Group’s strategy, markets, competitors, operational other executives - in the areas of - exceptional items) and Underlying- their LTIP awards where BHP Bilton -
fosues, texhnology and regulatory concerns. g arebenchmarked g R earnings before interest and tax.- outperforms comparator companies i -
2 wlmmwhvahle W environment - =A 10% to 15% weighting on capital - growing its Total Shareholder Return (TSR). -
Marketing g ;“E :;’;:h;"::; B and community - management (cost and schedule).- For awards in respect of years up to and -
Senior executive experience in marketing and a detailed understanding 10 Directors 3 Directors. 3 Directors 3 Directors 3 Directors B equitable across - mt’f‘f"ﬂﬁ"‘ﬂ" . ‘dOI‘\ target’ pe,'.";ﬁ”m :‘»",",;2,‘.,;“,?’" - :‘;‘g‘::‘fl;?:’:ﬂp ;""‘:ﬂr':m‘nﬂ"‘f o
< - elivers a cash STl reward of 80% of base - -
“l“‘:"*hel’g“" . Objective to e ':“9 i value f‘;’ S  theGroup- al executives.- salary. The maximum cash award of 160% - TSR performance relative to sector peers -
shareholders (hrough the provisionofnnovatve customeran 8 - Further rewards - is rarely awarded, and is only available - will determine the vesting of 67% of the -
market-focused solutions. g ae mnanle - ‘where all non-financial and financial - securities, and TSR performance against -
— 2 et targets are significantly exceeded.- road market index willdetermine -
Public policy o . § i § o performance - oo St v . " the vesting of the remaining securites.
Experience in public and regulatory policy, including how it 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors S| aganstallatrisk- * Cosh ST rowords are matched by an award-_ i esting uner the TP orly accurs -
affects corporations. S componentsof - CFBHP Bilkton equlty Which s ¢ eferrer for~ where BHP Billton's TSR outperforms -
— - - S remuneration. - ,:" p providing an appropris that of the comparator companies-
Total Directors 12 Directors 4 Directors 3 Directors 3 Directors 3 Directors £ Theatrisk- kj‘ga’; ;“g:y'll::"';"‘l"";w;;;'s‘e evenin - TSR by more than 30%.-
3 components- - The Minimum Shareholding Requirement -
g senethe ‘;}'E‘ B (300% of annual pre-tax base salary -
Director qualifications Non-executive Director locations 2l perpose o for the CEO and 200% for other GMC -
~incentivising - members) helps to ensure executives and -
- and "Wa"*‘"? shareholders interests remain aligned.-
® Business/Finance, 7 Directors. ® US, 3 Directors erec tives for g  Executives are profibited from
erformance; and- -
@ Engineering and Science, 2 Directors Australia, 5 Directors 7zmmﬁ hedging anvested equty of shares -
@ Science, 2 Directors ® UK, 2 Directors .
° Tetention and - that are held as part of the Minimum
Engineering, 1 Director South Africa, 1 Director Tevaring toyaty. Shareholding Requirement.-

Source: BHP Billiton Annual Report, 2011, pages 112 and 130

There is still scope for companies to use an Integrated
reporting approach to improve their reporting
within their local compliance framework.

All extracts from published reports should be read in conjuction with the full report itself including its notes.
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By Matt Chapman, KPMG in the UK and Wim Bartels KPMG in the Netherlands

Integrating corporate responsibility reporting
demonstrates the connection with business
operations and strategy

Reporting should be driven by the business model
and linked to strategy and potential for future
value creation and defence

Different reporting approaches and performance
measures are needed depending on the nature
of each issue

Every issue and opportunity needs to be put into
a business context with enough detail for readers
to understand the potential implications for
business value

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.

KPMG International provides no client services. All rights reserved.
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In our recent publication Expect the
Unexpected: Building business value in a
changing world’ we set out a system of 10
sustainability mega forces that will impact
each and every business over the next 20 years.
As a result of these mega forces, the resources on
which business relies are becoming more difficult
to access and more costly. Infrastructure and natural
systems are coming under strain as patterns of
population, economic growth and wealth change.
Physical assets and supply chains will be affected by
the unpredictable impacts of a changing climate. And
businesses will have to deal with an ever more complex
web of sustainability legislation and fiscal instruments.

These sustainability mega forces can have a fundamental effect on business value. Shareholders need the information
to assess these impacts and to understand how the business is addressing them. Corporate reporting needs to adapt in
order to answer these questions. If it does not, the investment businesses have made in managing these challenges and
opportunities may not be recognized by the capital markets.

It is not enough to incorporate existing corporate responsibility reporting into the Annual Report. This is simply ‘Combined
Reporting’. The information provided needs to be tailored to shareholder needs.

We explain how Integrated Reporting principles can be used to explain an organization’s corporate responsibility approach,
challenges and opportunities more effectively to its shareholders — and ultimately produce a better corporate report that will
be of interest to all its stakeholders.

TKPMG International, 2012

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
KPMG International provides no client services. All rights reserved.
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Focus on what matters to the reader

A key first step is to recognise that Annual Report readers
have specific information needs depending on the
implications of each responsibility issue. Some issues cut
to the heart of business value; others are of less immediate
interest to shareholders — unless something goes wrong.

We suggest four categories as a basis for ensuring that reports
focus on supporting readers’ decision-making processes.
Each category requires a different reporting approach:

e Game changers
Issues and opportunities of core importance to the long-
term shape or viability of the business model. These can
include the potential loss of an operating license, and loss
of access to key resources.

Identification of these issues together with the efforts and
progress being made to manage them should be central
to corporate reporting, not on the periphery. This means
providing a basis for readers to understand the potential
impacts, and the progress being made in managing them.

e Direct impact issues
These are less significant in terms of scale but still of
interest because of their direct consequence on the
business’s underlying performance.

Readers want to understand the material consequences
and need specific information to do this. For example,
reporting global carbon emissions does not help readers
understand the potential impact of a localized carbon tax —
regional emissions analysis is needed instead.

e Hygiene factors
There are some issues that, if not managed effectively,
could severely damage business performance.
Shareholders need to understand whether these issues
are being well managed.

For the most significant issues this may mean reporting
risk indicators, such as levels of maintenance expenditure
or customer satisfaction. For less significant issues,
reporting may simply need to show there are adequate
governance procedures.

e QOther
Some issues don’t have a material bearing on business
value but may interest specific stakeholder groups other

than the Annual Report reader, or be required by specific
reporting frameworks. Detailed information addressing
these issues can be linked to and reported in a separate
Corporate Responsibility Report if necessary. Including
this information in an Annual Report may obscure more
important messages.

If a corporate responsibility issue is strategically important,
say so. Be open about the investment you are making in
managing it and be clear about the operational benefit —
your readers want to understand this. If it's not relevant to
understanding business value and stewardship, take it out of
the Annual Report. You can report on it separately to those
that are interested.

Opportunities are relevant too

A major part of business value typically lies in how

the organization develops and exploits its long-term
opportunities. Corporate responsibility information is central
to explaining this. Where a key part of long-term business
strategy or value is derived from exploiting a sustainability
megatrend, readers will want to understand the trend

and the business strategy and progress in exploiting it.
Many reporters need to rebalance their emphasis from
corporate responsibility downsides to looking ahead to how
management plans to exploit the opportunities.

The value of context

Context is essential if readers are to relate the issue being
reported to their decision-making process. Annual Report
readers want to understand what shapes the financial value
of the business, typically through cash flow modelling. They
need sufficient background information to understand how
each issue might influence future cash flows.

For example water stress may be an issue in some areas,
but not in others. To understand the operational impact
readers will need to see how much production depends on
waterstressed assets. Simply providing statistics on the
management of total water consumption is not enough.
Neither will illustrations of watersaving projects meet
readers’ needs.

Ad hoc illustrations of corporate responsibility investment
alone do not explain management performance.

These illustrations emphasise the cost of the activity
without showing its benefit. This is why current corporate
responsibility reporting often fails to connect with investors.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.
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The right detail at the right level

Readers need different information depending on the scale
and nature of each issue. It helps here to think of three
types of key performance measure: risk, performance, and
reward. Each measure has a different purpose and different
information is needed to explain the issue to the reader -
illustrated in the table below. Reporting can lose focus and
become ineffective when this distinction is ignored.

It is rarely appropriate to lump all corporate responsibility
issues together under reputational risk. The implications of
not managing them properly can be much deeper than this,
and will be specific for each issue.

In our 2011 survey of corporate responsibility reporting’ we
noted a growing trend towards restatement of previously
reported information. We see this as a positive. Why? It
indicates the growing level of attention to this area, and that
the quality of information and reporting is improving. This is
essential as the information becomes increasingly central to
readers’ decision-making in an Integrated Report.

Of course where re-statements, re-definitions and changes
of targets and measures are made, good reporting practice
requires that these changes are explained in a way that the
reason for the change is understood and comparisons with
past performance can still be made.

KPI Purpose and focus
Risk Reports on issues that should not have a major
impact on the business, provided they are

managed effectively.

Reader interest focusses on trends or relative
measures rather than absolute outcomes.

Integrated Reporting Issue 2 | 31

Demonstrate relevance with genuine integration

If corporate responsibility is central to your business model it
should have a central role in your reporting too. Businesses
that report their corporate responsibility activities separately
from their routine operations send the message that they
see them as separate from the core business.

But genuine integration goes further than simply recognizing
that corporate responsibility should have a place in an
Annual Report. The logic of Integrated Reporting is that all
reporting content should be driven by the business model,
operating context and business strategy through to its
performance, governance and future outlook. This means
addressing corporate responsibility matters alongside other
operational matters rather than in a separate corporate
responsibility section. A segmental review of operational
performance is not complete unless it includes the relevant
corporate responsibility measures.

We believe that corporate responsibility reporting has an
essential role to play in communicating a more complete
picture of business value. Over 95 percent of the 250
largest companies in the world' report on their corporate
responsibility activities. Now that this type of reporting is
firmly established, the next step for many companies is
integrating it into their mainstream corporate reporting. The
Integrated Reporting principles can show the way to do this.

Reporting illustrations

e Operating maintenance spend for an airline
e Industry workplace safety ranking for a construction company
e Staff turnover for a retailer

Performance Reports on issues the business knows it needs to Possible targets in the business strategy:
change as part of its core strategy. e \Water consumption in stressed areas for a chemicals company
® Mix of ethically sourced raw materials for a consumer goods
Reader interest lies in the progress made in manufacturer
implementing this change - have specific operational
targets and milestones been met?
Reward Measures that demonstrate direct value to the Possible outcomes in the business strategy:

business. These help the reader understand the actual

or potential investment returns.

* Market share in a new segment (e.g., green energy generation)
e Brand rankings

"KPMG International Survey of Corporate Responsibility Reporting 2011
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By Mark Hoffman, KPMG in South Africa

© 2012 KPMG International Cooperative (“"KPMG
International”), a Swiss entity. Member firms of the KPMG
network of independent firms are affiliated with KPMG
International. KPMG International provides no client
services. Allrights reserved




In brief:

Many public sector bodies are tasked with
providing service delivery and governance
excellence in a financially, economically, socially
and environmentally sustainable manner. Integrated
Reporting can help to balance reporting of these
often conflicting objectives.

e Integrated Reporting can provide a framework for
public sector organizations to focus their reporting
on their principle objectives

¢ Integrated Reporting can help public sector bodies
explain their strategies; operational model and
governance, and show how their performance can
be assessed against these strategies

e Stakeholder engagement can help organizations
show how they have balanced the often conflicting
needs of different stakeholder groups

¢ Integrated Reporting offers organizations the
opportunity to align their reporting with their
risks and opportunities and management
accountabilities

Organizations need to engage with their
key stakeholder groups effectively.
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Public sector organizations are
under constant pressure to develop
better reporting. Integrated
Reporting principles provide a
potential solution that can be
readily adapted to their broader
goals. A wider range of stakeholders
with varied expectations have an
interest in the performance of public
sector organizations. An Integrated
Reporting approach can help to
address these factors.

© 2012 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International.

KPMG International provides no client services. All rights reserved.



34 | Integrated Reporting Issue 2

A business approach to public sector reporting

There is a growing social and regulatory drive for public
sector organizations to provide performance reporting
that can be used to assess the delivery of organizations’
strategies. This pressure comes not only from
government in its oversight capacity but from all
interested key stakeholders.

Integrated Reporting introduces a business approach to
reporting in the public sector that fully embraces stakeholder
inclusivity and the critical need for financial, economic,
environmental, social and governance sustainability.

A public sector organization's value lies in its ability to

meet its service delivery and governance objectives in

the short, medium and long-term, just as a private sector
organization looks for sustainable, profitable growth.
Stakeholders seek a change in management or ultimately a
new political solution if inappropriate strategies are targeted
or poor performance results, just as capital markets choose
to divest in listed companies.

In South Africa the positive response by a number of State
Owned Entities to Integrated Reporting under the King
Code of Governance Principles is encouraging and reflects
a good fit for Integrated Reporting in these organizations.
The alignment of Integrated Reporting to Performance
Information initiatives, as contemplated under the South
African National Treasury reporting requirements, points to
Integrated Reporting as the direction for future public
sector reporting.

Below we explore some of the observations arising from
the practical application of Integrated Reporting elements to
public sector organizations.

Stakeholder engagement and material issues
Relationships and interactions with key stakeholders are at
the heart of every public sector organization. Typical major
stakeholders include:

Government Regulators

Direct & Indirect customers Financiers, banks & rating

agencies

Public & communities Suppliers, business partners

& PPPs

NGOs, forums, media &
interest groups

Employee & trade unions

Public sector organizations need to engage with their key
stakeholder groups effectively, and to understand the
needs and concerns, and trends and developments in these
groups in order to respond pro-actively in their strategies.
Experience shows that stakeholders have varied and often
conflicting needs and concerns. Focused and innovative
management is required to deal with this challenge.

The benefit of an Integrated Report is the opportunity

it provides to explain how competing objectives have

been balanced.

When confronted with a list of stakeholder needs, it is
important to stay focussed. Proportionality is key. The
amount of weight attached to each stakeholder's needs will
depend on both the organization's priorities (which should be
clearly explained in its business model) and the impact that
these stakeholders have on the organization itself.

Ultimately, stakeholder engagement can help the
organization identify material issues — risks and opportunities
— that it should respond to and address.
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The benefit of an Integrated Report is the
opportunity it provides to explain how
competing objectives have been balanced.

Example - risks & opportunities

Inability to meet customer
demand through unexpected
growth & urbanization trends

New technologies present
opportunities to rapidly install
capacity

Loss of public confidence
through service delivery
shortcomings

Increased population densities
enhance viability of new
projects and technologies

An Integrated Report provides a platform for the organization
to contextualize its risks and opportunities against the current
trends and constraints that it faces.

Strategy

The description of strategy will need to address and
reflect the conflicting needs and expectations of
different stakeholders and other constraints that the
organization faces.

For example, most organizations need to meet pressing
service delivery expectations in the short-term whilst
developing and investing in new technologies and
infrastructure to meet their medium to long-term objectives
in a financially, economically and socially sustainable manner.

Example - balanced strategy for a public sector utility

Meet pressing short-term electricity demand using
sub-optimal technologies in terms of carbon efficiency;
Address carbon-efficient technologies through medium to
long-term capital projects.

Many public sector organizations need to show how
their strategy aligns with national priorities and how they
work collaboratively with other organizations to achieve
common goals.

What was originally seen as
a private sector initiative has
clear relevance and application
to public sector organizations.

Performance measures

In our Better Corporate Responsibility Reporting article we
have highlighted the three different types of performance
indicator (risk, performance, reward) that should be
addressed by businesses. The same indicators are relevant
in the public sector, however ‘reward’ measures will often
be expressed in terms of operational targets rather than
financial targets (though some financial measures will
remain relevant to the funding stakeholder). In order to
provide a clearer perspective on the strategy, performance
indicators and associated targets in the short, medium and
long-term need to be set out clearly.

Performance targets need to be put in context, showing
which parts of strategy execution they relate to and
distinguishing between lead (input) and lag (output
indicators).

Example - performance targets in context

Pro-active maintenance
programme

Capital projects capacity
expansion programme

% on-time maintenance
inspections and overhauls
(lead indicator)

Capital expenditure spend &
project completion on time
statistics (lead)

Number of breakdowns
> 5 hours down time (lag)

Capacity installed to volume
demand projections (lag)

Governance and remuneration

Stakeholders are growing increasingly demanding over

the quality of governance, transparency and accountability
from public sector organizations. Integrated reporting
provides insight into how the organization is governed and,
importantly, what informed the decision-making process and
how management are held accountable for performance.

Where next?

What was originally seen as a private sector initiative has
clear relevance and application to public sector organizations.
The principles of Integrated Reporting have been readily
adapted to the ‘managing for outcomes' approach to
demonstrate accountability for service delivery by a number
of South African organizations.

We look forward to seeing this approach spread in South
Africa and the Rest of the World.
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Active Governance: the core of
Better Business Reporting

By Nick Ridehalgh, KPMG in Australia

In brief:

¢ The profile of corporate stakeholders and their
ability to influence business has changed.
Companies must demonstrate they are managing
the interests of all their capital providers in
order to show that they have a sustainable
business model

¢ Boards have a duty to maximise a company’s
overall economic value and ensure best use of
all types of capital. They need to report openly on
the companies’ achievements and challenges

¢ Boards need to take responsibility for driving the
organizational change towards integrated thinking
and for ensuring the content of their corporate
reporting meets capital provider’s information needs

The world in which companies operate is changing. Businesses are facing
capital constraints from a broader range of resources than just finance. Boards
are responsible for addressing these capital requirements in a sustainable
manner for a company’s long-term success.

We consider why boards need to provide active governance, how Integrated
Reporting helps, and the board’s vital role in driving the changes needed
from the top down for Integrated Thinking to become embedded in the
organization’s culture.
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A new focus for 21st century companies

The key providers of capital in much of the 20th century were
wealthy families with a single bottom-line agenda — to make
money. Today the providers of financial capital are largely
ordinary people investing through their pension funds. Often
these same investors are also the company’s employees,
customers and impacted communities. So even though these
‘universal investors' still require financial returns (and security
in their retirement), those returns need to be made over

the long-term with a positive (or at least neutral) impact on,
amongst other things, the environment and community

in general.

The result is that companies are dependent on and must
manage a much broader range of capitals — the continued
availability of intellectual, manufactured, social, human, and
natural capitals cannot be taken for granted.

Obligations of the 21st century board

Directors need to work together to identify and assess
changes today and potential changes over the short, medium
and long-term that may materially influence the company's
strategy and longerterm success. They have to make decisions
based on best available information and an honest application
of the collective mind of the board operating in the best
interests of the company. In doing this, the directors must try
to maximise the company'’s total economic value (not its
book value) for shareholders whilst meeting other
stakeholders’ needs.

To do this, boards need to embed Integrated Thinking into
every decision made by them, the organization's management
and its staff. All decisions should consider not just returns

on financial and manufactured capital, but also on the
organization’s human capital, intellectual capital, natural capital
and social capital.

Shareholders recognise that long-term business viability
depends on providing a balanced return across all capitals
over time, and are telling boards to provide visible oversight
and leadership in ensuring the required cultural change

is embedded into business-as-usual at all levels of the
organization. Progress has to be candidly reported through to
the board and ultimately to the shareholders.

Readers’ information needs

Shareholders have varying time and abilities to read and
analyze long company reports. Companies all over the world
complain about the regulatory reporting burden and users
complain about the length, complexity and boilerplate nature
of the documents produced. No-one in the reporting supply
chain is satisfied with the totality of information available to
help them make and monitor their capital allocation decisions.
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They need different types of information at different stages
of their decision making:

e Due diligence phase — when the investor, supplier,
customer, employee, banker, etc. undertakes an initial
investigation into a specific organization in deciding whether
to invest, supply, purchase, join or finance the company.

e Ongoing monitoring phase — the user undertakes a regular
review of the organization's performance and prospects to
ensure nothing material has occurred that might change the
original decision.

In order to meet due diligence information needs, the
company must provide a broad suite of information about
the organization.

However, once due diligence has been undertaken and a
decision made, then the shareholder or other user only
requires information that explains:

e Material changes to governance, strategy and future
outlook, including changes to key directors and executives,
the company’s risk profile or appetite, the business
environment or external factors; and

e Performance against strategic objectives to confirm delivery
against strategy to date across key value drivers, and an
explanation of any proposed changes to key value drivers
based on experience to date and/or changes to strategy, risk
and future outlook.

Much of the information required for due diligence is
standing data that can be provided on the company’s website
and updated from time to time, as improvements and other
changes are made. Only changes that are potentially material
to stakeholder decisions should be reported in company
reports produced for the monitoring phase, with reference to
website amendments where appropriate (subject, of course,
to any regulatory constraints).

An Integrated Report, in which the organization tells

its own value creation story, aims to provide the
information investors require for their ongoing
monitoring needs. By addressing these needs we expect
that it will meet many if not all of the material needs of
other stakeholders.

So why are companies not providing this Integrated Report
now? Many jurisdictions allow for this kind of report in

the Review of Operations & Financial Condition (OFR) or
Management Discussion & Analysis (MD&A). However,
20th century corporate reporting was driven by boilerplate
imposed frameworks, complex rules, aversion to litigation
risk and an overreliance on the ‘commercially sensitive’
argument overriding full and transparent reporting.
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The board must drive Integrated Reporting

The board’s role in corporate reporting has sometimes been
too little, too late. Although certain key reports are approved
at board meetings, there is often too little time for any major
overhaul of the content.

In the Centro case (2011) in Australia, in which errors and
omissions found in the annual filings led to a significant
loss of economic value, the Federal Court’s judgement
reminded directors that they take overall responsibility for
the content of the financial report and directors’ report.
(Mr Greg Medcraft, ASIC Chairman, June 2011).

The findings of the Centro case, combined with the
expectations and challenges of managing a broader set of
stakeholders, mean boards must be more involved — and
involved at an earlier stage — in developing the structure and
messaging of key reports, such as the OFR or MD&A.

Indeed, if the Integrated Report provides the annual
‘monitoring” information required by shareholders and other
stakeholders, then directors must be involved not only in

developing the structure of this reporting framework, but
also for more detailed internal reporting (to the board and
executive management) which focusses on the key value
drivers and performance, and provides a clear assessment
of material future risks and opportunities to longerterm
value creation.

Practical Concerns

The 21st century board must take the lead in controlling
the information it receives and communicates. In driving
development of a candid and concise strategy-aligned
Integrated Report, it must actively debate and contest
management'’s claims that some material is ‘commercially
sensitive’ or ‘'not legally required’. If the information is
potentially material to the decisions of capital providers,

is the Board prepared to take the responsibility for not
reporting it?

What if directors are concerned about their own liability if
a future event does not turn out as expected? Professor
Mervyn King, Chairman of the International Integrated
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Reporting Council, suggests companies should maintain

an Explanations Register setting out the due diligence
undertaken by the company and the board'’s rationale in
making the decision/ disclosure based on best available
information. Different permutations of such a register, and
potentially other safe harbour provisions, will need to be
developed for specific jurisdictions to protect directors who
are taking care and diligence and making educated decisions
using the best available information.

There is growing global regulatory focus on broader based
reporting. Integrated Reporting is now required for listed
companies in South Africa on an ‘apply or explain’ basis.
Many other companies throughout the world are starting to
adopt Integrated Thinking in day-to-day business decision-
making, and are quite transparent in their public disclosures,
but many others follow regulatory-driven boilerplate
disclosures in their public reporting. It is up to 21st century
directors to take positive action to meet their

reporting obligations to their stakeholders through

more active governance.
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Action points for boards
Active governance requires
positive action and candid
disclosure by boards to meet
the material information

needs of their capital
providers. Directors should ask
themselves whether they are
satisfied with the following:

e Are the board and management'’s
strategic planning activities, including
the impact on strategy and strategic
objectives, being communicated
effectively?

¢ |sthe board’'s assessment of strategic
risks and external factors (including
going concern) being communicated
properly? Does this communication
include an explanation of what has
changed and the consequential impact,
including any changes to the organization’s
risk profile?

e Have executive and staff incentives
been discussed? Is the link to integrated
thinking, cultural change and effective
implementation of short and longerterm
strategies explained?

¢ How have one-off reportable events
been handled? Has there been continuous
disclosure? Does disclosure include board
activity, speed and accuracy of response,
and consequences/outcomes?

¢ Has the content of the Integrated
Report been discussed regularly? Have
the directors been involved in the structure
and design of the primary report, other
public reports and other board papers?

¢ Have changes to standing data been
properly explained? What about the
implications of the changes on the
business model, strategy and risk?
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Some common
questions answered

Can the Integrated Reporting principles be applied
to an Annual Report

Yes - whilst some companies will opt for full Integrated
Reporting, many more are likely to use the principles to
develop their existing Annual Reporting.

The IIRC's content elements can be used as ‘chapter
headings’ into which the traditional elements of an
Annual Report can fit. This evolutionary approach will
be attractive to companies who simply want to improve
their current reporting (though they will need to guard
against retaining content not material to an

Integrated Report).

Who is the intended user of an Integrated Report?
Investors are the primary audience of an Annual Report,
and this is reflected in the IIRC's initial focus for Integrated
Reporting. However, information which satisfies the
reasonable needs of investors should satisfy many,

if not all, of the needs of other stakeholder groups.

An Integrated Report will be relevant to anybody interested
in the strategy and performance of the company.

But this does not mean that it will necessarily provide all
of the information which might be desired by all interested
stakeholders. To meet all of these needs in a single report
would neither be reasonable nor sensible.

Will Integrated Reporting replace existing reporting?

It would be logical to assume that as long as an Integrated
Report meets the needs of investors, then it will become the
company's main report. Other reports may continue

to provide additional information to address other
shareholders’ needs.

...Information which
satisfies the reasonable
needs of investors
should satisfy many,
if not all of the
needs of other
stakeholder groups...
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However, while many preparers and users of corporate
reports would welcome a reduction in the volume of
information that is provided, in the short-term it is unlikely
that there will be any relaxation of regulations which lessen
the reporting burden.

How long is an Integrated Report?

The simple answer is: as long as it needs to be and

no longer. Factors such as diversity of operations (in

both geography and nature) and the complexity of the
business will clearly influence its length. There may also be
opportunities to reduce length through a clearer focus on
materiality and elimination of reporting clutter.

In practice, some companies may seek to fulfil their
regulatory reporting obligations through their Integrated
Report. Depending on the regulatory environment, this
could mean including information that goes beyond that
set out in the principles of the Integrated Reporting
Framework such as that required by financial and
sustainability reporting frameworks.

Is an Integrated Report a single document?

A single document is not a pre-requisite, but companies
that seek to use their Integrated Report to meet regulatory
obligations are likely either to produce a single document or
incorporate links to other information.

Other elements of corporate reporting should benefit from
applying Integrated Reporting Principles consistently across
the range of corporate reports.




Are there any examples of Integrated Reports available?
The perfect Integrated Report has yet to be produced but
our research shows that there are many examples of the
Integrated Reporting principles being applied to individual
reporting elements. Many examples come from companies
in South Africa looking to produce a dedicated Integrated
Report. Others come from companies who are simply
looking to provide a clearer picture of their business and its
value. We have provided a small selection of these examples
in this publication.

Will the Integrated Reporting Framework provide clarity
on measurement issues?

The Integrated Reporting Framework will provide a set

of principles for identifying matters which should be
communicated within an Integrated Report but it will not

— at least at the outset — address how individual items
should be measured. This will remain the domain of
existing standard-setting bodies.
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In brief:

¢ Integrated Reporting provides a
basis for organizations to explain
their business story more effectively
to the capital markets

¢ Any organization can apply
Integrated Reporting principles to
improve their Annual Report

¢ Reporting is built around the
business model to provide a more
complete understanding of
long-term business value

¢ Reports do not replace existing
financial and sustainability reporting
though they may link to
or incorporate it where relevant

e ThellRC is developing a detailed
reporting framework though the
principles can be applied now
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