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In the second edition of the report, we present the main
findings from a global analysis of the content of 270 larger
listed companies’ reports, in an effort to highlight weaknesses
and identify good practices in the presentation of corporate
information. Our aim is to contribute to the debate among
companies, investors, regulators, standard setters, auditors
and others about what is right and wrong with corporate
reporting around the world today, and help chart a course
toward improved communication between companies and
their shareholders. Capital markets rely on relevant information
presented clearly and accurately, so the clarity and usefulness
of corporate reports have an important role in ensuring they
function efficiently and help support a healthy economy.

Our view is that financial reporting plays a central role in this
communication, but it cannot present a complete picture of
business performance and prospects on its own. Investors
must assess the underlying health of the business, its
potential for growth, and the long-term sustainability of its
earnings. Annual reports provide much less information to
support these assessments, although objective information
could be provided to give this broader insight.

This imbalance of information can lead to short-termism.
Current year earnings may be valued more highly than longer
term business prospects, simply because the value created is
more visible. As a result, businesses that are investing in their
long-term prospects may find it difficult to compete for capital
with those that are instead prioritizing short-term earnings.

Addressing this will require something greater than merely
tweaking financial reporting standards; indeed, this could
undermine their conceptual integrity. Instead, the answer lies
in the presentation of a broader range of business-focused
information that addresses the operational performance of the
company, allowing investors to form their own assessments of
business prospects. The annual report is the right platform for
this discussion, providing the backstop to other, more timely,
performance communications.

We hope you find our analysis to be a useful contribution to
this debate.

MarkVaessen Matt Chapman
Global Head of IFRS Senior Manager, Better Business Reporting
KPMG International KPMG in the UK
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Give investors the
information they
need

Annual reports can do more to look
beyond past financial performance

to provide objective information on
current performance levels, details of
strategy and progress in implementing
it. They should provide more insight
into how key business resources are
being managed to meet the longer
term needs of the business.

Report content

42 percent of the average
report is devoted to the financial
statements, but only 14 percent
addresses business strategy

Looking forward

Only 7 percent of reports provide
information on orderbook or
sales run-rate to explain how

the baseline performance of the
business has changed

4  Room for improvement

Keep the report
content clear and
relevant

Narrative discussions of corporate
performance are often repetitive,
anecdotal and fail to reflect business
priorities, while the length of financial
statements is often driven by national
practices rather than the specific
circumstances of the business.

Plenty of space

The average annual report is
204 pages long. Reports don't
need to get larger to be more
insightful

Different views of ‘concise’

Financial statement length
varies significantly between
countries — from 60 pages in
Russia to 140 pages in Italy

Provide a longer
term view using
operational KPls

Better reporting of non-financial

key performance indicators can help
to balance short-term discussions

of financial performance with a
longerterm view of business success.
The right objective operational
performance measures provide
insight into business prospects but
they are not widely used. To support
a longerterm view of performance,
companies should select measures
that align closely with the specific
factors that drive success for their
business, such as the strength of the
customer base.

A healthy business

Only 11 percent of reports come
close to covering performance
information on six key areas of
business health

Track record

Only 9 percent of reports provide
ab-year track record of operational
performance



Provide practical
KPls that align with
strategy

Some companies are already
providing simple measures that
explain some of the most significant
aspects of business performance.
These measures can help investors
assess the commercial success and
prospects of the business.

Winning customers

Only 17 percent of reports tell you
whether the business is winning or
retaining customers

Building presence

Only 15 percent of reports show
how brand or market share is
developing

Building capability

Only 8 percent of reports
show whether the business
is building or retaining its
know-how and expertise

Provide deeper
analysis of strategy

Descriptions of business model
and strategy could be more
tightly focused. Many business
model descriptions focus on only
a few aspects of the company
and strategy discussions tend to
highlight short-term incremental
performance improvement rather
than the long-term, corporate
direction.

Short term

44 percent of reports do not look
beyond short-term initiatives when
discussing strategy

Missing the point?

73 percent of reports do not
discuss customerfocus as a key
business objective

Part of the story

Only 58 percent of companies
identify knowledge and expertise
as a key part of their business
model

Focus risk analysis
on what's important
for the future

The quality of risk discussions is
variable. Many risk discussions appear
to have been published in order to
comply with regulations rather than

to help investors understand how

the most important risks are being
managed. Common issues were
failure to focus on the risks that are
most relevant to business value, and
not addressing risks relating to growth
strategies.

Risk overload

Risk disclosures in four countries
identified an average of over

20 ‘key’ risks each, suggesting a
lack of focus on the most important
matters

A static view

Only 11 percent of reports show
how the risk profile has been
managed over time

Strategic risks

Less than 10 percent of
companies identify risks in
relation to each of strategy
selection, product relevance and
change management

The KPMG Survey of Business Reporting, second edition
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The survey looked at 270 annual reports

from larger listed companies in 16 countries.
It includes at least one company from each

of 15 non-financial industry sectors in every
country, except where there were no relevant
companies in that country. Financial services
companies were excluded from this survey
due to the considerably greater reporting
requirements required in this industry.

The analysis is based on information in
KPMG member firms' reporting database
derived from reviews of companies’ narrative
reporting content. The data captured includes
the qualitative and quantitative information
provided in relation to business model,
strategy, performance and risk. Many
performance disclosures are embedded

in the text of the annual report. These
disclosures are also included to the extent
that they contain meaningful performance
information (vague statements, such as ‘the
business performed well, are not captured).
On average, 100 information points were
collected for each report.

The database also includes information

on the overall structure of reports. The
definition of an annual report varies between
countries. In some countries, disclosures
commonly found in annual reports are made
in a separate document (for example, proxy
filings). For comparability, these additional
disclosures are also included in the report
page count. Many companies also produce
separate sustainability reports. Because
material sustainability disclosures should
generally be included in the company's annual
report, the survey does not look at separate
sustainability reports.

6 Room for improvement

Corporate reports don't need to grow larger to be more
insightful. The average length of the reports surveyed was
204 pages, which should be enough to cover everything
of significance, if space is allocated appropriately. But, on
average, 42 percent of the annual report comprises the
financial statements, almost three times more than the
amount of space devoted to either the discussion of the

company's business model and strategy on the one hand, or
its performance and prospects on the other.

Annual report content

15%

Performance and
prospects

42%

Financials

14%

Business and
strategy

19%

Governance and
remuneration



Average annual report length
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Switzerland
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Brazil

B Main report [l Additional documents

There is a considerable variation in the length of reports, with
almost a quarter of them less than 150 pages and about the
same proportion 250 pages or more. National practices have a
big role to play in report length: reports for French companies
averaged 310 pages and for Australian companies 155 pages.

Our survey of annual reports reveals a number of issues
that work against clear and concise reporting: points are
sometimes repeated several times in different sections of
the report; report narratives focus on listing changes in key

Germany

;*j

Russia

‘!"
Hong Kong

Malaysia
" 4 é E
South Africa
Australia

performance indicators (KPIs) that could be better presented
in tabular or graphical form, particularly in relation to financial
performance, rather than explaining why they occurred; and
case studies are often used as a substitute for providing
performance information, but they do not address the
performance of the whole, or even a part, of the business.
These and other factors make it hard for investors to find what
they need from annual reports.

The KPMG Survey of Business Reporting, second edition 7



The financial statements have an essential role in annual
reports. They provide an objective way to understand and
benchmark a company'’s performance, its current ability to
generate earnings, and a basis for assessing the stewardship
of the business. They will remain a central source for
investors' assessments, even though they cannot provide a
comprehensive picture of business prospects.

The financial statements in the annual report vary widely
in length from one country to another, reflecting national
regulations, holdovers from previous generally accepted

Length of annual reports

accounting principles (GAAP), and whether there is pressure
to reduce clutter and improve clarity, as in the UK. Companies
in a number of countries have complained that their annual
reports (including their financial statements) contain too
much information. Standards setters, including both the
International Accounting Standards Board (IASB) and the US
Financial Accounting Standards Board (FASB), have taken
note of these concerns in their disclosure initiatives, which
aim to improve the presentation and disclosure of information
in financial reporting. Similarly, regulators are encouraging
companies to focus on improving their disclosures.

80

73

70

60

52
50

40

30

Number of reports

20

10

101-150

Number of pages

8  Room for improvement
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Many companies have expressed frustration with what
they consider to be an excessive emphasis by investors on
short-term earnings performance. Yet investment valuation
methodology is underpinned by an assessment of the long-
term earnings prospects of a business. One reason for this
discrepancy is related to corporate reporting practice. Most
of the relevant, reliable information available to investors is
focused on historical financial performance. If companies
want their investors to take a longerterm view of their
prospects, they will need to provide more high quality
information to enable them to do this.

\We believe that better reporting of non-financial KPIs can help to
redress this imbalance. Specifically, operational KPls can provide
important insight into the development of the business and its
longerterm prospects.

Forecast information is top of many investors’ wish lists for
changes in corporate reporting. Yet, from the corporate side,
there is concern that management should not be seen to take
responsibility for factors beyond their control. There is also a
concern that publishing financial forecasts will place further
emphasis on short-term financial performance. Nevertheless,
25 percent of companies provided short-term forecasts in
their annual reports.

We recognize these concerns and do not think that forecasts
should be seen as a substitute for giving investors the
information they need to form their own views about the
company's prospects. Even so, carefully explained forecast
information can play a deeper role. It can provide a ‘clean’ base
from which investors can project performance. And it can act
as a catalyst for a more forward-looking discussion of historical
performance that connects with the forecast and its underlying
assumptions.

An alternative to providing forecast information is to align the
presentation of historical information more closely with future

performance. Forty-seven percent of reports use non-GAAP
measures, such as underlying earnings before interest, taxes,
depreciation and amortization (EBITDA). But only 30 percent
address current baseline performance by providing information
on areas such as the order book or changes to the cost base.

Operational performance

We looked for a range of measures covering each of

36 aspects of performance across six areas that would be
relevant to understanding the performance and prospects
of most businesses. This included any objective information
that might provide insight into the performance of the
business. In addition to quantitative KPls, therefore, we
also identified narrative indicators where they provided a
complete (i.e. non-selective) view of performance, such as
product or intellectual-property development pipelines.

Most companies provided at least some performance
information in no more than two or three of the six areas.
In our view, the operational performance in each of these
areas should be an important part of most businesses’
performance stories, but even the most addressed aspect
of performance (product-based) was covered by only

58 percent of companies, while the least addressed area
(brand) was covered by just 15 percent of companies. In
fact, only 11 percent of reports addressed five or more of
the areas, leaving readers with only a partial view of the
operational health of the business.

Where we did identify information on a performance area, it
was often one of the less insightful measures. So, there are
opportunities for reports to improve not only the scope but
also the relevance of performance information provided. We
discuss these measures on the following pages.

The next six sections explain in more detail the six areas of
operational performance outlined in the chart.

The KPMG Survey of Business Reporting, second editon 9



Companies reporting an operational performance measure

249

B Basic performance measures, or better, provided [l Contextual information only [l Not addressed

Fifty-two percent of reports

use non-GAAP measures, such
as underlying earnings before
interest, taxes, depreciation and
amortization (EBITDA).

10 Room for improvement



... only 30 percent address
current baseline performance
by providing information on
areas such as the order book or
changes to the cost base.

Percent of reports addressing each aspect of performance

-
(=}
)
5

Reports encourage a
backward-looking
view of performance

1
N
R

11%

Historical Underlying Performance Short-term Operational
financial financial at or after forecast health
performance performance year end

More backward-looking More forward-looking
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The majority of reports provide some discussion of sales
performance based on the financial statements, but it is often
difficult to see whether a company has had a ‘good year’ in
customerfacing terms based on the discussion of financial
revenues alone. In fact, we found only 41 percent of companies
were providing additional performance information that went
beyond contextual or single-period information in this area. This
is unfortunate as customerfocused measures are particularly
valuable as leading indicators of revenue prospects.

Customer and sales performance insight

Higher insight

-
=
2
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=
-
s
o
|

Lagging indicators

12 Room for improvement

Leading indicators

A wide range of measures can help communicate customer
and sales performance. Measurements of customer
retention and satisfaction, in particular, can provide a leading
indication of the company’s prospects in this field, but only

6 percent provide a satisfaction measure. Customer retention
rates are common in the telecoms sector, with 53 percent of
companies reporting on them, but they should be relevant to
many more businesses.

— Net promoter score
— Customer satisfaction
surveys

— Customer turnover/churn

— Win rates; Customer
visits or footfall

— Returning customers

— Active loyalty scheme
membership

Retention

Customer numbers

Customer — Profile of customer base

|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
| base
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

— Cross-selling and revenue

synergies
Sxlfes A?\I/erag reven r
conversion ge revenue pe
customer

— Upgrade rates

— Sales per head or
square foot

— Average revenue per user
or visitor

— Single period data for
the above and other
contextual information




Companies reporting a customer/sales performance measure

Basic resources

Chemicals

Technology

Oil and gas

Food and beverage

Construction and materials

Health care

Media

Personal and household goods

Automobiles and parts

Utilities

Retail

Industrial goods and services

Travel and leisure

Telecommunications

. Performance measures provided

15%

17%

21%

25%

29%

35%

35%

(@]

35%

43%

54%

56%

58%

61%

67%

68%

20

20%

. Contextual information only

65%

56%

50%

50%

52%

40%

40%

41%

43%

15%

17%

16%

17%

17%

21% 1%

40 60 80

. Not addressed
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andandmarket Share

The use of market-related data could help support a more

outward-facing discussion of performance. But only 15 percent

of reports provided measures showing how the brand or
market share was developing. We think this is an opportunity
lost, because the use of market or brand performance
information can help the report address the business’ own
performance in the context of the market as a whole.

Performance insight — brand and market

Where it is provided, brand performance is often given over

a single period, but this isn't enough to support a discussion

of whether the health of the brand has been enhanced in a
sustainable fashion. In fact, six out of seven reports don't
tell you whether the health of the brand or market position is

improving.

———————————————————————————————————————————————————————

Higher insight
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Lagging indicators

14 Room for improvement

Leading indicators

lllustrative measures

Arange of brand and market measures can help
to communicate performance in managing the
health of the brand. Some measures may be
derived externally (e.g. market share), but their
inclusion in the report allows management to
provide its perspective on performance.

Brand/ — brand share of market
SR Cly — overallmarketshare

— brand rankings
~ — brand recognition
recognition scores across markets

Reputation or
brand value

— brand valuation

— single period data for
the above and other
contextual information



Companies reporting on brand and market position

Basic resources

Construction and materials

Health care

Chemicals

Travel and leisure

Food and beverage

Retail

Personal and household goods

Technology

Utilities

Industrial goods and services

Oil and gas

Automobiles and parts

Telecommunications

Media

5%

6%

6%

10%

1%

14%

14%

17%

17%

19%

31%

(@]

32%

47%

. Performance measures provided

20

35%

28%

45% 55%
65%

0% | | 55% |
67%

33% | | | 61% |

. Contextual information only

40 60 80

. Not addressed
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nielectua capiia

Intellectual capital is one of the areas that companies for this is that intellectual capital reporting is often limited
seem to find it hardest to report on, but there are some to R&D while other key areas of expertise and know-how
notable exceptions that demonstrate what can be achieved.  are not addressed. The measures needed to communicate
Over half of the companies identified knowledge and intellectual capital performance to investors should not
expertise as an important part of their business model, but need to be complex or commercially sensitive. There are a
only 22 percent of annual reports provided performance range of higherlevel objective measures that can be used:
information related to non-brand intellectual capital that from the retention of key expertise to total revenue earned

went beyond basic disclosures of expenditure. One reason from new products.

Performance insight — intellectual capital

[llustrative measures

New — Revenue from products
product developed in the last
history X years

Higher insight

— Key staff profile — e.g. by
qualification

— Expert staff retention rates

— Measures of knowledge
base stability

— Factual analysis of new

Development products by development
— Patent grants
— Number of new product
Other launches
guantitative  —  Expenditure-based
measure disclosures (other than
GAAP measures)

— Other factual analysis

— Revenue from products
coming off patentin the
next x years

IP expiry

!
!
!
!
!
!
1
1
1
|
1
1
1
|
1
1
1
1
1
1
1
1
1
1
: . .
| pipeline phase
!
!
!
!
!
!
!
!
1
1
1
|
1
1
|
1
: exposure
1
1
1
1
1
1

— Single period quantitative
data for the above
and other contextual
information
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Lagging indicators Leading indicators

16 Room for improvement



Companies reporting on intellectual capital performance

Basic resources

Retail

Media

Telecommunications

Travel and leisure

Utilities

Industrial goods and services

Chemicals

Food and beverage

Personal and household goods

Technology

Oil and gas

Construction and materials

Automobiles and parts

Health care

. Performance measures provided

o -

5% 5%

5%

6%

1%

1%

17%

22%

28%

29%

29%

29%

31%

35%

38%

50%

20

40

. Contextual information only

60 80

. Not addressed
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Jperationdl efficienc

Efficiency reporting can play a key role, not only in
measuring business success, but also in providing insight
into the underlying cost base of the business. While

71 percent of reports addressed operational efficiency,
only 40 percent described whether it was improving,

and few are providing the most insightful measures

of performance, such as utilization rates and variance
analysis, which can be particularly relevant where
businesses are in a high-growth phase.

Nearly a quarter of companies reported on the impact of
specific efficiency initiatives. This may help the reader
understand the extent to which last year's cost base is

Performance insight — efficiency

Higher insight

e
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=
(71]
=
S
g
o
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Lagging indicators

18 Room for improvement

Leading indicators

representative of next year's, but it is often difficult to
interpret the information provided. A figure for expected
annual savings from an improvement initiative has limited
value if the reader has not been told how much has been
recognized in the current year's results.

Some companies are providing information about long-

run production costs. Notably, measures such as ‘all-in
sustaining cost’ are common in the basic resources sector.
These measures can complement the view provided in

the financials by conveying information that is specifically
focused on the underlying costs of production.

[llustrative measures

— staff utilization
— asset utilization
— capacity limits

— production yield
— mix and cost variances

Variance

analysis

— unit costs
— fixed: variable cost base
— cost composition

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

; Production
| cost base
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

Efficiency — anticipated impact of cost

initiatives initiatives

Other
measures

— single period data for
the above contextual
information




Reporting on efficiency

Technology

Construction and materials

Media

Health care

Chemicals

Food and beverage

Automobiles and parts

Retail

Personal and household goods

Industrial goods and services

Utilities

Telecommunications

Basic resources

Travel and leisure

Oil and gas

. Performance measures provided

o -

20

40

. Contextual information only

57%

50%

53%

45%

17%

29%

23%

47% 1%

29%

26%

44%

6%

16%

20%

17%

19%

60 80

. Not addressed
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Ai-pased periormance

Staff-based performance measures have an important role

to play in explaining business performance, but although

73 percent of businesses report at least one staff-based
measure, the measures reported are often not focused on
investor needs. For example, measures such as staff retention
or satisfaction are usually reported for the business as a
whole, yet an investor would need to understand whether

the business is retaining key types of staff. Other staff-

based measures were reported for a single period only and
therefore do not show whether performance is improving

Performance insight — staff based

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Higher insight

7%

)
=
=
(72]
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P
g
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Lagging indicators

20 Room for improvement
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Leading indicators

or deteriorating. After these measures are excluded, only
35 percent of reports provide a business-focused staff
measure.

Some of the potentially most insightful aspects of
performance were also the least reported. Just 7 percent of
reports provided measurements of staff productivity or labor
relations, such as days lost to industrial action. And only six
percent provided information on expertise within key areas of
the business.

[llustrative measures

— Retention rates for
identified groups of
key staff

Key staff
retention

— Training time or spend

— Training completion rates

— Participation in flexible
working schemes

Benefits,

training and
flexibility

Health and — Lost time and injury rates

— Absenteeism
Productivity gviralge ?roc_iuctmltybrates
and labor — betlso limon or labour
relations agreements

— Industrial action rates

— Qualification levels
— Experience

— Single period quantitative
data for the above
and other contextual
information




Staff-based performance reporting by industry

Retail

Technology

Travel and leisure

Media

Food and beverage

Telecommunications

Health care

Personal and household goods

Automobiles and parts

Chemicals

Industrial goods and services

Basic resources

Construction and materials

Utilities

QOil and gas

o

1%

14%

17%

18%

19%

21%

30%

36%

38%

50%

52%

55%

55%

56%

63%

. Business-focused staff measures

20

40

. General staff measures only

42%

57%

33%

41%

29%

37%

15%

36%

23%

39% 1%

39% 9%
30%
25% 20%
22% 22%
38%
60 80 10
. Not addressed
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0duct perfiormance

Product performance measures were provided by 58 percent
of companies on average, but reports generally addressed
only one aspect of product performance, typically focusing
on product sales or production. These measures can provide
valuable insight into the drivers of profits and growth, but
they do not address longerterm factors relating to the health
of the product base.

Performance insight — product base
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Higher insight
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22 Room for improvement
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Leading indicators

Only 21 percent of reports provided information on new
product launches. And, despite the fact that 18 percent of
companies identified product failure as a principal risk, only
5 percent of reports provided performance indicators for
product quality or safety.

[llustrative measures

— Products launched in the
last year

Track record of product
launches

products —

Other
measures

Sales by product
category

Product sales

Product )
quality/ — Product failure/recall rates
safety — Quality control measures

Product
price/
volumes

—  Price/volume for main
product groups

— Single period quantitative
data for the above
and other contextual
information




Companies reporting on the product base

Industrial goods and services

Technology

Media

Retail

Construction and materials

Personal and household goods

Chemicals

Food and beverage

Telecommunications

Oil and gas

Health care

Travel and leisure

Utilities

Automobiles and parts

Basic resources

o -

35%

36%

41%

42%

50%

50%

61%

62%

63%

69%

70%

72%

72%

85%

90%

. Performance measures provided

20

40

. Contextual information only

48%

43%

47%

42%

35%

29%

17%

14%

21%

19% 13%

25%

1% 17%

17% 1%

8%

8%

10%

60 80

. Not addressed
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oporingons

The section of the annual report devoted to the company’s
strategy and business model is, on average, only slightly more
than a third the length devoted to the financial statements.
Here, the issue is not information overload, but too little
relevant information.

The business model can provide the base for a good report,
but many descriptions of the model are too generic to do this
effectively. An effective description can provide a basis for
readers to assess the implications of matters raised elsewhere
in the report, and it can provide a foundation for the report as

a whole. A complete business model description linking to
strategy and performance information can also help readers
assess whether all aspects of business performance have
been addressed in the report.

Aspects of the business model described in reports

Product base Customer base

64%

Brand and market
position

Operating sites

Il Covered in the report I Not covered in the report

24 Room for improvement

Ay

Business-centric reporting frameworks for example,
Integrated Reporting, and the UK's Strategic Report, rely on
an effective business model description as the foundation for
the rest of the report. Rather than prescribe every potentially
relevant disclosure, they make use of the description of the
business itself as a basis for defining what to include in the
report.

We looked at the proportion of companies providing at least
basic information on eight broad aspects of the business,
covering its products, customers, staff, brand, expertise,
operating base, supply relationships and key processes. On
average, only five of the eight areas were addressed. The
result is that readers can be left with the impression that key
aspects of the business are being taken for granted.

28%

“ 9

Q

Key processes

A

Suppliers
and inputs

Employee base

58%

Knowledge and
expertise



A description of business objectives and values can enhance
readers’ understanding of the company'’s long-term strategy,
providing it focuses on the specific factors affecting business
success. But our survey shows that 43 percent of reports do
not specify the commercial objectives for the company, and
only 27 percent of reports address the aims of the company in
customerfocused terms.

When reports discussed business strategy, they often
focused on areas that offer the most immediate returns, such
as organic expansion and efficiency. In contrast, aspects of
strategy that address the longerterm health of the business,
such as customer experience and business reputation, were
addressed much less frequently.

Areas where the business identified a core value or objective

Customer 27%
Environment 27%
Society 36%
Business 44%
Employee 47%

56%

B Core value or objective identified [J| Not an identified core value or objective

Note: ‘Business’ represents business-focused goals such as leadership in a specific segment.

Aspects of strategy addressed in reports

Risk appetite

Reputation

Expansion (M&A)

Rationalization

Customer experience

Customer base

Geographic focus

Sector focus

Social responsibility

Product base

Efficiency

Expansion (organic)

I Companies describing Il Not describing
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Risk reporting provides an opportunity to explain how the company is managing
the potential impact of major risks on shareholder value, but many risk
discussions appear to have been published in order to comply with regulations
rather than to help investors understand how companies manage their most
important risks.

Common issues were: a failure to focus on those risks that are most relevant to
business value (rather than potential short-term financial losses); and failure to
address risks relating to growth strategies and underlying business resources.
Less than 10 percent of companies reported on risks in relation to strategy
selection, product relevance or change management. A failure to protect key
business assets, such as reputation, know-how and customer relationships, can
result in shareholder value destruction, but less than 25 percent report on risks to
each of these aspects of the business.

We found significant variations in the approach to risk reporting among different
countries. Companies in four countries — Germany, France, Canada and the

US — were reporting an average of 22-31 risks, compared to a survey average
of 14. The problem with publishing a long list of risks is that it can become a
recitation of things that might go wrong, obscuring the most significant items.
It may even give the impression that the board is not focusing on the most
important ones. Companies that feel obliged by regulation to identify long lists
of risks might consider highlighting those that are significant in the context of
shareholder value, to prevent material disclosures getting lost in the detail.

In addition, few reports addressed how the overall risk profile of the business
was being managed over time, with only 11 percent of reports going beyond
simply listing out risks in order to communicate movements in the scale and
likelihood of those risks.
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Average number of risks reported by companies
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We classify ‘standard practice risk disclosures’ as risks identified by more than two-thirds of companies in the country.
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This survey highlights the significant gap between the
information-investors need to assess the health and
prospects of companiesgand the information that they are
receiving through corporate reporting channels.

Companies in some sectors are addressing this gap, but
only in certain areas. They are using objective operational
performance information to provide their investors with the
leading indicators they need to assess future performance
prospects. But best practice is patchy. If the reporting of
customer retention rates is well established in the telecoms
sector, for example, why is this information not also available
for other businesses that depend on a loyal customer base?

Gaps in performance information can, in part, be attributed
to corresponding gaps in descriptions of business model and
strategy. The survey highlights a coommon focus on shorter-
term aspects of strategy. Business model descriptions
address only some of the key resources and activities that the
“business depends on for its competitive advantage over the
longer term. So, performance is not being addressed in some
areas because the report does not highlight their strategic

{@

\

, ir}%ortance. More complete descriptions of business model
and strategy could provide a better foundation for reports,
and, importantly, give investors the confidence that they are
seeing the whole story rather than just the areas of success.

Some reporting frameworks already use the business
model as a basis for determining report content. It is
understandable that this represents a challenge for report
preparers who are used to working from a checklist of
disclosures; a different approach to report drafting is
required. Companies must also develop their internal
reporting systems to p?rovide non-financial information of a
sufficient guality to be used in an external report.

These changes will take time, and we should therefore
regard the closure of the ‘reporting gap”’ as an evolutionary
process. Companies that meet this challenge are likely

to find they have the basis for a commercially focused
discussion of business performance with their investors.

Read more at! www.kpmg.com/betterbusinessreporting

A
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Lovered Dy this survey

The term ‘annual report” means different things in different countries. Our survey covers each company’s primary reporting
document, including:

Narrative

The full financial statements. \Where

abridged financial statements were reporting,

presented, we have taken account of the
separately published which includes quantitative
and qualitative commentary on the

fu" finanCiaI Statements. business model, strategy, risk opportunities

and business performance/outiook.

Governance reporting, which includes Any other information included in the

directors’ primary
remuneration reporting
reports. document.

To find a local contact, please go to

kpmg.com/betterbusinessreporting

kpmg.com/socialmedia kpmg.com/app
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