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UVErview

—Capital markets advisory firm

—Established 1989

—Offices in London and New York
—Long-established and stable team of 50 people
—Independent from sources of capital
—Acquisition by KPMG in June 2013
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pUSINESS Model

—Retained to give ongoing investor relations advice
and also for specific projects

—Only companies as clients, not both companies and institutions
as is the case with banks and brokers

—Not dependent on trading or transaction revenues
—Never representing or advocating our corporate clients

—Passionate belief in direct, un-intermediated contact between
investors and management, unlike banks and brokers

m © 2017 KPMG Channel Islands Limited , a Jersey company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity.
All rights reserved.

Document Classification: KPMG Confidential



Ine Investor stuay

Research

Non-attributable
interviews with investors
focusing, inter alia, on
strategy, operations,
finances, dividends,
management, Board and
governance,
communications

Executives

Provides essential
feedback for
management

Board

Informs the

Board

of investor
attitudes

Performance

Assessment of
operational, financial and
stock market
performance, together
with the valuation of the
shares, including peer
comparisons

Ownership

Analysis of register from
base data to identify long
term trends and draw
comparisons with typical
stock ownership patterns

Investor Study

IR planning

Supplies an
analytical basis
for future investor
relations activity

Advice

Constitutes a
platform for
ongoing advice

IR programme

Review of global IR
programme and
comparison with
practice amongst
leading listed
companies

Education

Provides material
to explain investor
perspectives to
management
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Major CIents durng past three years
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UK equity market: performance and valuation
UK equity market: ownership
Concluding observations
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Lommunications network

Listed
company

Sell-side

analysts

Institutional
investors
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mportance 10 ISted companies

—Voting

- one share, one vote

- institutions control the majority of the issued equity

- increasing number of resolutions to vote on
—Capital

- sole source of long-term funds: both equity and debt
—Share price

- performance and perception drive trading activity

- balance of trading activity determines the share price

- the share price drives returns for all shareholders
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nVesStment process

Listed
company

Analysis of
future performance

Sell-side &
3rd party research
Deliver vs
benchmarks

Current

: sell
valuation

Competitors
& suppliers

m © 2017 KPMG Channel Islands Limited , a Jersey company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity.
All rights reserved.

Document Classification: KPMG Confidential



Judlifative performance measures

—Strategic clarity
—Competitive advantage
—Management strength
—Financial discipline

—Risk management
—Governance effectiveness
—Communications commitment
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Juantitative performance measures (Cont)

—Growth

- revenue, earnings and dividends
—Cash

- operating and free cash flow
—Returns

- ROIC versus cost of capital
—Financial position

- gearing ratios and borrowing capacity
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Adenda

[Institutional investors

UK equity market: performance and valuation

7

UK equity market: ownership

.

7

Concluding observations

.
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UKequity market: eP a UPS Selkside forecasts

FTSE All-Share EPS forecasts rebased FTSE All-Share DPS forecasts rebased
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UK equity market: EPS DPS & pay-out ratio
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CQUItY Markets: price performance

Equity market indices rebased (local currency) Equity market indices rebased (£)
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UCequity market: tPs, DPs a price
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FTSE All-Share EPS and price rebased

FTSE All-Share DPS and price rebased
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UK equity market: price/earnings a yield

FTSE All-Share prospective P/E ratio FTSE All-Share prospective dividend yield
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UCequity ownersnip

Geography over time

Concentration: % owned by top 10 shareholders
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| 8ading Institutional Investors In Uk equities

Top 20 institutions in 2012 Top 20 institutions in 2017

4 N\ 4 N\
Institution % Institution %
Legal & General 4.30 BlackRock (Index) 4.40
BlackRock (Index) 3.65 Legal & General 3.10
Scottish Widows 210 Norges Bank Inv Mgt 2.20
State Street GA 2.05 Standard Life 2.20
M&G 1.95 Vanguard Group 2.20
Standard Life 1.80 Aberdeen Asset Mgt 2.15
Schroder 1.50 Schroder 2.00
Norges Bank Inv Mgt 1.45 State Street GA 2.00
Invesco Perpetual 1.35 M&G 1.60
BlackRock (UK) 1.30 Columbia Threadneedle 1.50
Capital Research & Mgt 1.10 Capital Research & Mgt 1.40
FIL 1.10 Invesco Perpetual 1.20
Aviva Investors (UK) 1.05 Artemis Inv Mgt 1.10
Threadneedle Inv 1.05 FIL 1.10
Newton 1.00 MFS Inv Mgt 1.10
Templeton 1.00 Royal London Asset Mgt 1.10
FMR 0.95 Dimensional Fund Adv 1.00
Bernstein Value 0.90 Aviva Investors (UK) 0.95
AXA Inv Mgrs (UK) 0.75 JPMorgan Asset Mgt 0.85
JPMorgan Asset Mgt 0.75 People's Bank of China 0.80
31.10 33.95

\. J \. J
Il UK B North America B Europe B Rest of World

Source: KPMG Makinson Cowell analysis
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| 8ading quant a Indexed INvestors

Top 20 institutions in 2012 Top 20 institutions in 2017

4 N\ 4 N\
Institution % Institution %
Legal & General 4.30 BlackRock (Index) 4.40
BlackRock (Index) 3.65 Legal & General 3.10
State Street GA 2.05 Norges Bank Inv Mgt 2.20
Norges Bank Inv Mgt 1.45 Vanguard Group 2.20
Vanguard Group 0.65 Aberdeen Asset Mgt 2.15
People's Bank of China 0.65 State Street GA 2.00
Northern Trust 0.55 Dimensional Fund Adv 1.00
Dimensional Fund Adv 0.50 People's Bank of China 0.80
APG Asset Mgt 0.45 Northern Trust 0.50
GMO (US) 0.30 APG Asset Mgt 0.45
LSV Asset Mgt 0.25 LSV Asset Mgt 0.40
CalPERS 0.25 Mellon Capital 0.30
Mellon Capital 0.20 CalPERS 0.25
Arrowstreet Capital 0.20 GMO (US) 0.20
Acadian 0.20 PGGM 0.20
PGGM 0.15 Arrowstreet Capital 0.10
GMO (UK) 0.10 Acadian 0.15
AQR Capital 0.10 Liontrust 0.15
Universal-Invest 0.10 AQR Captial 0.10
Liontrust 0.05 Universal-Invest 0.10
16.15 20.70

L J \ J
Il UK B North America B Europe M Rest of World

Source: KPMG Makinson Cowell analysis
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LONclucing opservations

— Institutional shareholders are key stakeholders
- voting, supplying equity and debt capital, setting share prices
- operating with clear quantitative and qualitative wish lists
— Growth has been elusive across the UK equity market
- earnings in reverse but dividends higher so pay-out ratio increased
— Sterling devaluation a major factor for UK equities today
- six month benefit to profits in 2016; full year benefit in 2017
- upward profit revisions and growth back on agenda for now
- 2018 will be a very important year for the market
— M&A activity increasing: driven by domestic and overseas predators
— London equity market making new highs
- re-rated in P/E terms but not as regards dividend yield
— Ownership of UK equities globally spread; increasingly indexed
— Makinson Cowell advice available to KPMG clients
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UNannel Siands
a0vernance Update

Timothy Copnell
Chairman, UK Audit Committee Institute



Adenda

— UK Corporate Governance Code and Guidance on Audit
Committees (FRC)

— Developments in corporate governance and stewardship (FRC)

— Green Paper: Developments in Corporate Governance (BEIS)
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bhanges to the UK Governance tode o AC Guidance

— Accounting periods beginning on or after 17 June 2016

— Audit committee members - “competence relevant to the sector in which the company
operates”

— Non-audit services - The audit committee should set and apply a formal policy specifying the
types of non-audit service for which use of the external auditor is pre-approved. Such
approval should only be in place for matters that are clearly trivial.

— New disclosures ...

KkPMG!

how the audit committee’s performance evaluation has been conducted
the approach taken to the appointment or reappointment of the external auditor

the committee’s policy for approval of non-audit services ... including the ratio of audit to
non-audit work

an explanation of how the committee has assessed the effectiveness of internal audit

the nature and extent of interaction (if any) with the FRC’s Corporate Reporting Review
team - see example 1

any significant findings and the actions the committee and the auditors plan to take

(where a company’s audit has been reviewed by the FRC’s Audit Quality Review team) —
see example 2
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Source: Rolls-Royce Holdings Plc Annual Report
2014

I_VII _

= Darmizey brope

AUDIT COMMILZg
NTINUED

Wi

As reported last year, we monitored the enquiry from the FRC's
Conduct Committee on the accounting for risk and revenue sharing
arrangements (RRSAs). | joined management and KPMG in meeting
so with the Conduct Committee to hear first-hand and to participate in
des the debate. We considered carefully the Conduct Committee’s views
and possible alternative approaches. The Audit Committee

concurred with management’s view that the revised policy adopted
in 2013 best reflects the nature of the transactions.

- The description of the Civil aerospace business now emphasise
that whenever we sell engines, we secure contractual rights to
profitable aftermarket business even where there is no TotalCare
agreement. Consequently, the description of the resulting

We also monitored an enquiry from the Conduct Committee
hesale regarding the accounting for long-term contractual arrangements

of in Civil aerospace. No adjustments resulted from this. However, the intangible asset previously referred to as ‘Tecoverable engine Cha

market discussions did lead us to conclude that we had been insufficiently costs’ has been changed to ‘contractual aftermarket rights’. consid
clear in explaining how the different ways we do business with our - The accounting policies include a plain English description of witha
Civil aerospace customers lead to our accounting policies. In the rationale for the accounting we apply and the detailed approac

ofit  response to this and the views of investors, the Group has taken two descriptions have been enhanced (see page 101). way we a

principal steps. Firstly, an investor day was held in June, at which
management explained the different commercial arrangements
that apply and how we account for each. Secondly we have made
enhancements to this year’s Annual Report, primarily:

@@ We place considerable emphasis
on making sure that the Group’s
accounting policies are appropriate.”

Following these two enquiries, we instigated a review of all the
Group's significant accounting policies as described in note 1
of the Financial Statements and the key judgements and estimates
supporting them.
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These reviews were undertaken by management and involved
analysis of the relevant accounting standards and guidance,
comparative analysis with other companies with similar or
analogous transactions to the extent available, consideration

)t the pros and cons of options in the context of achieving the 1g
A tul representation of the transactions in the Group’s a
al discussions with accounting firms other i&
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Source: esure Group plc Annual Report
2014
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KPMG's external audit of esure Group plc’'s 2013 year-end
Annual Report and Accounts was reviewed by the Financial
Reporting Council’s (FRC's) Audit Quality Review (AQR)
team. We have considered the findings of the APR review as
part of the Audit Committee’s assessment of the
effectiveness of KPMG's external audit.
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As well as receiving and discussing the AQR’s final letter
which summarised their conclusions, we had transparent
conversations with KPMG's external audit engagement
partner on the areas of the external audit that were reviewed
by the AQR. This included understanding the nature of the
discussions between KPMG and the AQR during the review
and the actions that will be taken in response to the AQR's
findings.

R LR U L

Specifically, the AQR recommended increased oversight of
the IT related aspects of KPMG's audit. KPMG's initial risk
assessment of the 2014 year-end audit had already
addressed the need for increased oversight of the IT related
aspects of the audit, given the planned IT investments that
esure commended in 2014. Therefore, no modifications were
required to the 2014 year-end external audit approach which
was presented to the Audit Committee in July 2014, as a
result of the AQR findings finalised in December 2014
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Developments in corporate governance (FRC)

— Corporate Governance
- Compliance with the UK Corporate governance Code remains high

- 2016 AGM season showed generally reduced investor support for remuneration resolutions and
concerns about the link between executive pay and performance

- Viability statements — a clear rationale for timeframe chosen, qualifications and assumptions made, and
how the underlying analysis was performed — see example 3

- Succession planning - Nomination committees should be more active in aligning board composition
with company strategy, and ensuring that the board has the necessary skills to ensure long-term
success

- Boards should be better informed about the link between diversity, strategy and business values
— Stewardship

- Signatories to the UK Stewardship Code are now tiered according to the FRC’s assessment of their
reporting. The quality of signatory statements has improved substantially as a result

— Culture
- Companies urged to focus on culture as a driver of long-term value and not to wait for a crisis

- Boards should shape, embed and assess culture - and have regard to a wide set of stakeholders
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reen Paper. Gorporate governance reform

— Executive pay
— Shareholder engagement
— Transparency
— Remuneration committees
— Strengthening the employee, customer and wider stakeholder voice
— Stakeholder advisory panels

— Designate existing non-executive directors to ensure that the voices of key
interested groups, especially that of employees, is being heard at board level

— Appoint individual stakeholder representatives to company boards
— Strengthening reporting requirements related to stakeholder engagement

— Corporate governance in large privately-held businesses
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Experience from 2015/ 2016

Steve Le Noury
Associate Director, Audit
KPMG Channel Islands Limited
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-RU - Charactenstics of Good Gorporate Reporting

Clarity and

: Consistency
Conciseness

“Troubling” Focus on

matters Change

How the
True and money is

) Summarised
Fair made
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slgnificant Areas of Gomment - Aternative Performance Measures

The issue: The requirements: Characteristics to
consider:
Wide Spread Use Embodied in ESMA
Guidelines:
Can present results Single Story / Highlighting
and position Explain relevance Linkages
significantly
differently from Explain
GAAP —Tend to methodology How the Money is Made
increase profit
Consistent
Does provide application
useful insight Clarity & Conciseness
Reconcile to GAAP
Guidelines exist to

inform user Neutral .
True and Fair

No definition / Do not give
framework prominence over
GAAP
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slgnificantAreas of Gomment - DISClosure of Accounting Polcies

The issues: The requirements: Characteristics to
consider:
— Generic boilerplate Disclosure of
discussions significant policies
Omitted or limited Highlight the SO
disclosures relating judgements in the
key transactions context

Company Specific

Disconnect Focus on key

between transactions and

managements complex issue Summarised at the

discussions and

the financial Do not simply

information repeat the
standards

Appropriate Level

Focus on where
options exist
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slgnificant Areas of comment - Matters that frouble the Board

Characteristics to
consider:

The issues: The requirements:

(PRU, Judgements/
Estimates and Capital
Management)

— The user should be
able to understand
and evaluate the
key judgements

— Boiler plate made

Company Specific

Single Story / Highlighting

— Limited connection The user should be

to managements
actions to mitigate,
KPI’'s and
objectives

Disconnect
between
management and
financial
information

All rights reserved.

able to understand
actions taken

Sensitivity analysis
to help users
understand impact
of issues

Linkages

Clarity and Conciseness
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The issue:

Significant impact
of major new
standards

Potential impacts
from BREXIT

Understand key
changes in
business and
significant non-
routine transactions

How changes
relate to the
business and risks
it faces

All rights reserved.

The requirements:

Discuss impact:
PRU

Provide sensitivity
analysis

Financial risks link
with other
disclosures

Regulators
expectations —
quantative and
qualitative
information

slgnificant Areas of comment - Impact of thange

Characteristics to

consider:

How the Money is Made

True and Fair

Clarity & Conciseness

Single Story / Highlighting
Linkages
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KPMG

1NanK you

y Follow up on Twitter: @KPMGCI

n Like us on Facebook: facebook.com/KPMGCI

m Connect with us on LinkedIn: linkedin.com/company/kpmg-channel-islands
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