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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

e 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
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Game Changers
(long-term)

Management Plans

(medium-term)

Business As Usual
(short-term)



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.

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

o Structured around Integrated Reporting content elements

« Retains traditional components (Chairman’s statement etc) within the Integrated Reporting framework
* 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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\What does it ook like?

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:

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

Is the analysis sufficient to put the elements of the
business into context?

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

Example - Explaining the business model

How the US electricity industry works

Transmission -
National Grid and others

Wears prited o recover h cost o lecrihy vansmission
267055 o regiona 1 om ourcustomers a5 vansmission
Sence charge.

Commercial

S aparate generaton, ransmision o dtabon 4cLes

Unke in the UK, supply and distriuton ae not nasessarly
ssparato i the U dactcty cistribuion comparies ofton

0 select nar cneray

iy lstribion aci e proude alectnty
i UK. A marketersieneray

i pay ins i paty supplerfor the commodiy.

& Natlonal 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

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

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

corporate reporting whilst the benefit is not. e | can see what the business currently does and how
The IIRC has identified six capitals: financial, intellectual, IEERERAENLG

manufactured, social, human and natural. Not all will be e | can see how management’s plans will change the
significant for every reporter but some will be essential shape of the business

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
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

will have different priorities — for example brand Detail is needed if readers

management — but they may well benefit from following H

similar reporting principles. are to use th_e I?US":IeSS .
model description in their
decision-making.

Example — Explaining the business model

Tntroduction to 525l ontinued SasoL 39

our integrated business model

Sasol’s integrated business model is fundamental to our ability to create value using our proprietary technology

and processes to produce liquid fuels and chemical products. p—

GTLNaphtha

Basealls
Parafns
syncrude @ Wares
Product

workup

Sasol GTL
uids)

Chemical products

exploration
& production

syngas.

high temperature conversion

feedstock oal required for the
L process i Secunda

natural gas from Mozambique

crude oil
cn

crude ol as feedstock

New En

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

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

Operating context including
risks & opportunities.

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.

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.

Some companies provide a broad-ranging analysis of its 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.

Challenges:

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.

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?

Example - Risk management, strategy and performance

2.2 Risk management

Effective and integrated risk
management sits at the heart

of true business sustainability
Gold Fields has a well-established
Enterprise Risk Management (ERM)

During the year our international
operations were surveyed by the
IMIU (international Mining Industry
Underwriters) and our South African
mines by Zurich Risk Engineers,

part of Zurich Re. Both agencies
noted continued improvement in risk

During 200, e R e Figure 2.10: Risk, strategy and performance (within the tolerance levels set by the Board)

PricewaterhouseCoopers, which
found that:

Risk Area

Aspirations

Tolerance level Targets 2010 201

+ The ERM process is fully FIFR - Zero 011 012

process, which not only covers our et e oo compliant with the risk EET) 264
‘traditional’ operational and business g Ge management requirements Safety ZeroHarm ZeroHarm 39T 469
! and all of the mines are placed in
ks bt ssooureny o of King Il 7167 58
Social, health and safety isks.
v 400 mines assessed. ey st Health ZeroHarm Zero Harm Onuack  Ontrack
E:;‘;"f;::’s‘s"i f:;“;“’sz‘;";';il ds Gold Fields has operated for 11 d Environment Zero Harm Zero Level 4 and 5 incidents Zero Zero Zero
ilient in the global roperty. + Gold Fields has established Gold Deii —SMorby0ls - osecompliance oMoz = 2
business environment and achieve claim into the insurance market. amature risk management NCE 25% NCE 15% - 20% 16% 25%
its strategic objectives - to grow process that s leading many Securing
Gold Fields, to optimise its e T ot E Al of the approaches in the non- Human Pipeline of scarce and 60% - successor cover atio o o o
‘operations and to secure its. - financial sector Resources critical skills
future. efforts P " Fullcompliance with al
icence to
toachieve the highest levels of opersts Full compliance 0% 100%
corporate governance, as well
Eihics and

asfull compliance with the risk
management requirements of South
Africa’s King Il Code.

No material/ significant
orporate falures

Figure 2.8: Enterprise Risk Management process — definition

‘South Deep, Chucapaca,
FSE, APP Yanfolia

The ERM process is comprised Capital Projects 79 -10% overrun

Project delivered on time /
of two integrated and well-aligned budget

Proper assessment of rsk

components: operational risk IRR* 5% - Nearmine

! nd returns commensr As per IR ntrack  Ontrack
management and strategic isk Acquisitions andretumscommensuate g 1% Greentelds s per Ontrad
management (see Figure 2.8). Appropriate Leaning towards greater
Itis aligned with the 150 31000 Exploration Asper GBAR © Ontrack O track
international standard on risk areas
risk management.
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Figure 2.9: Risk management review process Risk review process - ! Risk assurance
i : Ri 9 P are then reviewed by the Gold Fields
The 9 gic risk e Our harter
provides for four levels of ERM

Disclosure of risks abiannual basis. Mitigation

strategies are developed on the

basis of this review, which are

presented at the Audit Committee's
d

process assurance: (1) Financial
Internal Controllers review mitigating
strategies on a regular basis to
ensure they are being implemented.

assessments at each of our mines
and service divisions. In addition, all
sites regularly conduct operational

Risks from the
‘external environment

standards set by Simrac (Safety

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

reviewed after six months.

The Board and company
management are responsible for

tisk governance and management.
Nonetheless, the integral involvement
of all line managers in the process s
essential to ensure the effectiveness
of the system.

must be captured
in the Curarisk management
Software system; (2) Internal

‘Audit conducts an annual review

on the effectiveness of the risk
management process; 3) Internal
Audit provides assurance to the
Board that the risk management plan
isintegrated into the daly business
activities of Gold Fields; (4) Internal
Audit conducts an annual review of
the mitigating strategies of the top

‘mitigating actions. risks in the risk registers to ensure

they are being implemented.

Source: Gold Fields Integrated Annual Review, 2011, pages 36-37

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

© 2013 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. No member firm has any authority to obligate or bind KPMG International or any other member firm vis-a-vis third parties, nor does KPMG International have any such
authority to obligate or bind any member firm. All rights reserved. Printed in the United Kingdom.



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
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NEDBANK GROUP INTEGRATED REPORT 2011 |

| NEDBANK GROUP INTEGRATED REPORT 2011

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

All extracts from published reports should be read in conjunction with the full report itself including its notes
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\What does it look like?

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 nearterm 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?

We need to devels hannel

Partofour
o platform strategy willalso be the launch of
diving .

between their avourite reeview channels
and the most popular on demand content
on Player,

new revenue streams through
building our d

ix digi

In addition, we will maximise the reach
TV Player,

making the service available on new

platfor i

value of our programming. With our new

from our strongest brands.

Source: ITV plc Report and Accounts 2010, pages 17-18

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

© 2013 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. No member firm has any authority to obligate or bind KPMG International or any other member firm vis-a-vis third parties, nor does KPMG International have any such

authority to obligate or bind any member firm. All rights reserved. Printed in the United Kingdom.



It is important to demonstrate the unique features of the
strategy. After all, this is management’s opportunity to explain
how it is enhancing the business model. Reporters who don't
do this, risk falling back on generic industry-level objectives
such as market leadership. This adds little value, and in reality
may be creating operational goals that the business has little
hope of achieving. In contrast, ITV's description of its strategy
ran to some 19 pages in its 2010 Annual Report, providing
readers with a clear picture of how the business is expected
to change under management’s plans.

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

How clearly does your reporting explain the
business strategy?

Would a reader agree with these statements?

e | understand where the company is on its journey
towards its strategic vision

| understand how the business will change in the
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
be delivered

Example - Explaining business strategy

Ourstrategy
continued

3

Reduce complexity
and cost.

* Continually improve key areas of customer service

expense management
« Upgrade our technology with a multi-year program that will make
5.2 more agle, fficent and competitve business by smpifying
anking, finance and risk systems, processes and tool
2011 HIGHLIGHTS
+ Simpified ourproduct ranges

customer pocess.

FOCUS GOING FORWARD

« Responsible management of costs within gronth

MLC & NAB WEALTH

i mana
ot o e
s

“NAB’s strategy for fair exchange of value has been

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

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

a4

Enhance our
reputation.

« Improving our customer outcomes
§ hip and skill diversity

and volunteering
« Address our broader responsibility in society ~ education, inclusion
and environment
2011 HIGHLIGHTS

+ Avarded
Second consecutive year

o of the Ma
+ Awarded for

R
FOCUS GOING FORWARD

More Give, Less Take'

forfairer and beter banking

PERSONAL BANKING

disclosed diversitytarets By listeing o aur customers and maintaning
. our commitment to o th rgh thing, we
e cobancal B reroson an aginccs [
he NAB family. WsSivester, from Forest il in
i i cafter30years.

wider community

% just got ic sewamoney
each month and st et | wast geting

the personal serice? new

Y

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

All extracts from published reports should be read in conjunction with the full report itself including its notes
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\What does it look like?

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?

¢ 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 [IRC 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
Integrated Reporting means that any gaps in the reporting

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International
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The performance indicators selected need to
support readers’ decision-making processes.

of strategically important performance will be immediately
apparent to readers. Most businesses respond quickly to
areas of operational under performance. The opportunity to How well does your reporting explain
explain this response should be preferable to leaving readers business performance?

to assess the implications for themselves.

Would a reader agree with these statements?

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 I can see the extent to which management is
provided in the business model should follow the same delivering on its short, medium, and long-term
operational structures as the performance analysis. So, for change programme

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 | understand the capacity of the business to
future earnings. generate value

| 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

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

| can see how successful the business is in
generating value

Example - Reporting operating performance

Overview QOur
Reserves statement performance

inancial performance

Contingent resources increased 322.7 MMboe primarily due to positive

revisions in the Greater Browse fields and exploration and appraisal Group revenue

success in the Greater Exmouth and Greater Pluto regions.

Underlying Group operating profit
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Source: Woodside Petroleum Ltd Annual Source: Marks and Spencer Group plc
Report, 2011, page 16.The above disclosures Annual Report 2011, page 10

reflect the Group’s position as at

31 Dec 2011
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\What does it ook 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

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.

believe the approach outlined below can make it easier for
businesses to manage these concerns.

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.

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?

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
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Readers should be able to build their own judgments

around management’s expectations.

Example - Explaining results sensitivities

Estimated impact on FY2011 profit after taxation

of changes of: USSM
US$1/bbl on oil price 43
US¢1/Ib on aluminium price 20
US¢1/Ib on copper price 18
US¢1/1b on nickel price 1
US$1/t on iron ore price 80
US$1/t on manganese alloy 0.5
US$1/dmtu on manganese ore 138
US$1/t on metallurgical coal price 22
US$1/t on energy coal price 24

Source: BHP Billiton Annual Report, 2011, page 86

technical details of a planned new product launch; the track
record of past launches may be more helpful to
their assessment.

4 Help readers understand the long-term prospects
The long-term prospects of the business are, of course,

hugely subjective — so is there any value in explaining these?

We believe there is, but the focus of the explanation should
be different. Irrespective of whether management provides
this information, anyone looking to value the business will

need to form a judgment over its long-term prospects. This is

likely to represent a significant proportion of overall value.

At this level, explanations of future performance should

focus more on the overall shape of the business rather than
detailed operational considerations. For example, recognizing

that one part of the business is likely to grow faster than

others can help readers to adjust their expectations of overall

margins earned.

How well does your reporting explain the future
outlook for the business?

Would a reader agree with these statements?

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

| can see how changes to the business environment
together with management'’s plans will affect the

ability of the business to generate financial returns

| can see how the ‘game changing’ issues affecting
the operating environment could affect productive
capacity and ability to generate returns

| have enough information to form my own views
about how the issues and opportunities identified in
the report might affect the business

Example - Explaining targets and aspirations

Raport by the Managing Board

Strategic and financial targets

Profitabilty targets 2013

- EBTDA €14 1600

Top ranking (SAM Gold Class)'

- ROCE >15%

ECO+ (innovation)

0+t

5.7% amualy

345% toward 50%

from USD 15 ba10.> USD 3 o1

Energy efficiency

2020, compared to 2008

- EBA salos >eton

I terms of the sales targets estabished for this strategy period,
DSt

Diversity and Peoplos
Tobe updated i 2011

demonsirated soid growth in sales in China in 2011, DSM saw *
i

S0 page 224 for a defion o ECOr

overall sales to 39% in 2011, bringing the company closer to ts

o total net sales. Innovation sales — measured as sales from

In2010D:
10r2015,andin 2011

the last five
years — reached 18% of total net sales in 2011, close to the
‘company's 2015 target of approximately 20%.

Further progress was made in the Emerging Business Areas
(EBAS). The EBAs are DSM Biomedical, DSM Bio-based
Products & Services and DSM Advanced Surfaces.

For the period 2011-2015 capital expenditure can be expected
at alevel comparable to that in the ‘accelerated Vision 2070
period (€ 500-550 millon per year on average). For the total
period, capital expenditure is expacted to amount to €2.5-2.7

meeing them. The highiights can be found on page 27.

High Growth Economies: from ‘reaching out to being truly
global
A key element of DSM in motion: diving focused growth i for
DSM to move from being a European company reaching out to
the world to being a truly global company. Al the evidence
indicates that fast-growing econormies such as China, India,
Brazil and Russia and other emerging areas will be the maior
growth engines for the world economy over the next decade.

2 in the high growth

. the target

bilion, USD 1 bil hina. In addit

DSM aspires to keep
‘annualized net sales below 19%. At the end of 2011 working

pital annualized net sal ted to
202%.

econormies.

DSM has a clear focus on Chine, where the company has seta
target atleast USD

n 2011 DSM made good progress toward this target: China
sales increased 23% to USD 2.0 bilion. To support this growth
DSMintends to invest USD 1 billon in Ghina n this strategy
period. DSM will also increase ts presence in other markets,

doubling or even trebiing revenues in India, Latin America and
Russia.

Source: Royal DSM Integrated Annual Report 2011, page 29
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\What does it ook 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?

¢ | 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
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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 Corp Governance continued
6.2.2 Our remuneration policy underpins our Group strategy
5.3.3 skills, knowledge, experience and attributes 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 Risk and Audit | Nomination | 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 commodity, geography and market.
Sustalnable sucess in business at a very senior leveln 1 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 sccesslul 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 i sbject 0 rigorous
to assess
of senior management. bilty WORLD CLASS FINANCIAL PROJECT PIPELINE I GROWTH OPTIONS
& STRENGTH AND
Strategy £ DISCIPLINE
Track vemrd of developing and implementing a successful stategy, 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors S || The foundation - Maintaining - Balancing - Focus on delivering f| || Building embedded
inclug probin 5 financial flexibility - an enhanced - growth capacity -
deivery o apreed sategic planaing objecies, g with the cost - ce - and the abilty -
H managing them in - | of inance n - endowment to - o pursue new -
Financial acumen z st eff underpin future - organic growth
Senior executive or equivalent experience in financial accounting and 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors and efficient way.- || ff management - generations - tions.-
reporting, corporate finance and internal financial controls, including and on our abity - programs.- of growth.-
an ability to probe the adequacies of financial and risk controls. capacity to drve - et
Capital projects growth will lead - Business Conduct.
" " to future success.-
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, safety and environment ) - ) T We provide - Remuneration - Remuneration framework rewards the - Consistent with our long-term strategic -
Exp lated pl and safety, 11 Directors 4 Directors 3 Directors 2 Directors 3 Directors 22 competitive rewards - framework rewards - achievement of demanding financial - focus, performance measures are linked -
and social responsibility, and community. S & toattract motivate- strong performance - performance targets, helping drive - 1o long-term growth. This rewards-
- £2  and retain highly - in the areas - operational efficiency and superior - executives for delivering sustainable -
Remuneration §E skiledexccuives - of health,saety - resuls across the Group.- returns and avoiding excessive isks.-
Boare 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors S wilng to work around - environment and -
experience in relation to remuneration, including incentive programs @ g theworld- the community.-
and pensions/superannuaton and the fgilation and conractual ]
framework governing remuneration. | | | |
Mining ) ) ) - + GMC base salaries -+ 15% of STI for - STl outcomes for the GMC are weighted - « The LTIP operates over a long-term -
Senior exec alarge mining bined 4 Directors 1 Director 0 Directors 0 Directors 2 Directors are aligned with - GMC members towards the achievement of challenging - horizon. Performance Shares are subject -
with an undustandmg of the Gmup 'S mvpmam ‘objective to create comparable - based on health, - financial KPls linking remuneration to the - 10 a performance hurdle tested over -
long-term value for " oles in global - safety, environment - performance of BHP Bliton’ assets and - afive-year period.-
and comvrsion of natural resources. companies of - and community - capital management programs - The TIP links a sgnificant component -
asimilar size - (HSEC) measures.- — A 25% to 50% weighting on profit - of pay for executives to the delivery -
0il and gas and mr:vplex\‘  The Group's - after 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 Director Base salares for - performance - movements, commocity 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 Billiton -
issues, technology and regulatory concerns. g arebenchmated- health, safety.- earnings befor nterest and tax.- outperforms comparator companies in -
5 locompanble environment - ~A10% to 15% weighting on capital - growing its Total Shareholder Return (TSR). -
Marketing g ’“esf ::h "‘::d" - and community management (cost and schedule).- r 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 5 ot scos- Impacts ST+ target’ performance against the KPls - induding FY2010, the comparatrsae -
of the Group's w,pmm objective to create long-term Va‘ue fo, 5 tecoun outcomes for - delivers a cash STI reward of 80% of base - peer sector companies. For awards, -
o f g al executives. salary. The maximum cash award of 160% - TSR performance relative to sector peers -
et focused saitione, o § - Further rewards - is rarely awarded, and i only available - will determine the vesting of 67% of the -
market-focused solutions. £ areavailable- ‘where all non-financial and financial - securities, and TSR performance against -
— 2 twexwties- targets are signifcantly exceeded - a broad market index wil determine -
Public policy § § . E  forperformance - o ST et " the vesting of the remaining securitis.-
Experience in public and regulatory policy, including how it 12 Directors | 4 Directors 3 Directors 3 Directors 3 Directors 2 oantallatrisk- s rewrdsare mached by an avard - _ LGS ner the (T oy ccus -
affects corporations S componentsof - of BHP Blton equity. which s deferfed for - here BHP Billton's TSR outperforms -
" S remuneration.- "“’g"a"‘ providing an ""’V""’""“ focus - that of the comparator companies-
Total Directors 12 Directors. 4 Directors 3 Directors 3 Directors 3 Directors £ Theatrisk- ;ﬂg‘a he :’nag::“::‘";v‘!llm frame, evenin- TSR by more than 30%.-
T omhenes +The Minimum Shareholding Requirement -
g seethedual (300% of annua pre-tax base salary -
Director qualifications Non-executive Director locations g P“""l:z;z;mg for the CEO and 200% for other GMC -
- - \bers) helps tc i d -
and evaring - e s emam et
@ Business/Finance, 7 Directors ©Us, 3 Directors pectves for- Executivesareprohiited fom
i i verformance; and- N , Ny
& Engneerngand cence, 2 Diectors © Australia, 5 Directors _ perfomanc e e s s -
@ Science, 2 Dire @ UK, 2 Directors promoting
v retention and - that are held as part of the Minimum -
Engineering, 1 Dlrecmv South Africa, 1 Director Tevarding loyalty- Shareholding Requirement.-

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

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

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