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Insights into integrated
reporting 3.0:
The drive for authenticity

About this report

This report examines the reporting practices of organisations in
the International Integrated Reporting Council’s <IR> Business
Network. It highlights the progress made towards integrated
reporting over the past year, discusses the challenges that
preparers face, and gives practical recommendations to guide
more organisations on the path to integrated reporting.
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. Foreword

Helen Brand OBE
Chief executive
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At its most fundamental level, the integrated reporting movement
emerged to help restore trust and confidence in company disclosures
and give shareholders that all-important authentic view of
performance, prospects and value creation.

This latest review of the integrated report marketplace shows that advances continue
to be made against some of the important Guiding Principles in the international <IR>
Framework, notably conciseness.

However, giving equal prominence to good and not-so-good news remains a hard
nettle to grasp for too many integrated reporters. Similarly, there is a reluctance in
some quarters to disclose measures and targets, denying readers the opportunity for
important insight into how an organisation is managed and steered.

It's difficult — if not impossible — for users of reports to assess the quality of strategic
thinking and action within an organisation without the full picture.

So while we applaud the journey so many reporters have been on —including those
whose case studies feature in this report — we also need to encourage the marketplace
to recommit to the underlying drivers of integrated reporting: to give a complete
insight into the quality of strategic thinking that drives long-term value creation.




Executive
. summary

ACCA has been working alongside the International Integrated Reporting Council (IIRC) for
three successive years to review a sample of the reports produced by organisations in the
<IR> Business Network.

These businesses have embraced the
concept of integrated reporting and are
seeking to give a more holistic picture of
their organisational performance and how
they create value over time.

The review is designed to give feedback
to participating companies, while also
generating insights to be shared more
widely that may be of practical benefit to
other organisations experimenting with
integrated reporting. Findings from
previous reviews are contained in our
2017 report, Insights into integrated
reporting: Challenges and best practice
responses (ACCA 2017), and last year's
report, Insights into integrated reporting
2.0: Walking the talk (ACCA 2018).

Findings from the most recent review,
conducted in 2018 on reports voluntarily
submitted by 48 <IR> Business Network
participants, contain some intriguing
paradoxes. Integrated reports continue
to become more concise — suggesting

a sharper focus on material issues.
Alongside this, significantly more
organisations are now reporting on their
UN Sustainable Development Goal (SDG)
commitments. There has also been an
advance in the assurance sought on
integrated reports, with audit firms
evolving their service offerings to provide

reasonable assurance on some areas that

fall outside the scope of the statutory audit.

And explicit commitment to integrated
reporting continues to strengthen, with
76% of the reports reviewed now called
integrated reports, up from 58% last year.

At the same time, the reviewers found
reporting quality declining in key areas
such as reliability and completeness,
performance, risks and opportunities and
business models. In pursuing innovations,
attention and resources may have been
diverted temporarily away from core
aspects of reporting.

A perceived lack of balance seems to
underlie a number of areas where
reporting quality fell this year. For
example, reviewers often commented
that positive performance seemed to be
reported more prominently than negative
performance. Most organisations still shy
away from presenting targets and
forecasts when reporting on performance
against strategic objectives. Discussions
of how organisations plan to deal with
future risk and opportunities often seem
generic or incomplete, or are left out of
the report altogether. In general,
reporting could be much more specific,
including in relation to the time frames
associated with future risks.

The theme of balance and authenticity is
an important one in this year’s report.
Reporting in a balanced and complete
way is vital if readers are to view
documents as more than mere marketing
tools. Authenticity can be demonstrated
by the way companies tailor the concepts
of the International <IR> Framework
(<IR> Framework) to reflect how they
create value over time. This links to
another area where the reviewers judged
the quality of reporting to have slipped:
business model reporting.

There is often a reluctance among
executives to make claims that are too
ambitious before the desired levels of
performance have been achieved.
However, in these times of low corporate
trust, authenticity — being honest about
the organisation’s mistakes and
challenges - is increasingly important for
the credibility of integrated reports.

This report presents good practice
ideas and excerpts from ten integrated
reports which have demonstrated
authenticity in different ways. We hope
that these help to drive further
improvements in integrated reporting
and thinking around the world.
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1. Introduction

-

The adoption of integrated reporting continues to grow, but companies still face a number of
implementation challenges. By sharing their experiences, members of the <IR> Business
Network are driving improvements in the quality of their integrated reports.

Such efforts are important, given the
strong interest that investors and other
stakeholders now have in non-financial
information. In a poll of participants
attending an <IR> Business Network
event in October 2018, 64% of
respondents said they regularly get
questions from investors on non-financial
information, with topics covering
environmental, social and governance
issues. Integrated reporting can help
organisations to provide such information
in meaningful ways.

Members of the <IR> Business Network
welcome feedback on the integrated
reports they produce. In this context,
ACCA has for the last three years worked
alongside the IIRC to co-convene an <IR>
Specialist Panel to review members’
corporate reports. (See Appendix 2 for the
participants in the <IR> Specialist Panel.)

The most recent review was conducted
during 2018, covering reports for
accounting periods up to 31 March 2018.
These reports included any documents
that the companies considered to be part
of their integrated reporting package —
potentially including annual reports,
supplements, and/or standalone
sustainability reports. This year, the review

sample covered reports from 48
organisations at different stages of their
integrated reporting journey: some are
yet to publish an integrated report,
preferring to implement integrated
thinking internally first, while others did
so even before the International <IR>
Framework was finalised in 2013.

Participating companies received
confidential feedback on their reporting.
Reviewers indicated areas where the
reporting was aligned particularly strongly
with the <IR> Framework, as well as any
identified gaps where the application of

the guiding principles and content
elements could be improved, or
integrated more effectively.

A large proportion (47%) of reports
reviewed this year were issued by
European companies, although entities
from across the rest of the world also
participated. It is also notable that banks
account for over a quarter (27%) of the
reports reviewed this year. Insurance
companies are also well represented
(11%). Therefore, the financial sector
accounts for 38% of the companies
reviewed. This is a slightly stronger

FIGURE 1.1: Sectors covered by the review
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There is an indication
that green financing -
lending or investment
towards sustainable
development priorities —
may be on the rise.

representation than is found in the <IR>
Business Network itself — where 27% of
participants are categorised as financial
services organisations (banking, insurance
and pensions companies) — but it's clear
that the financial sector plays a leading
role in advocating integrated reporting.
There is also strong participation in this
year's review group from transport
(airports, road and rail infrastructure) and
utilities — both sectors that interact
frequently with the public sector. Their
interest in integrated reporting may
reflect a desire to explain their
contributions to wider value creation.

Given the strong European and financial
services participation, the review findings
cannot be viewed as representative of the
quality of integrated reporting achieved
by all adopters across the world.
Nevertheless, the insights from these
leading organisations could benefit other
organisations currently on the journey of
integrated reporting adoption.

This report presents the key findings of
the <IR> Specialist Panel’s latest review.
We also share insights gained from
interviews conducted with representatives
from five <IR> Business Network
companies in the first quarter of 2019. As
in our previous reports, we identify
examples of good practice and include
practical suggestions designed to help
organisations bring the spirit of
integrated reporting to life.

BENEFITS IDENTIFIED

As in previous years, we asked
interviewees about the perceived benefits
from integrated reporting. Identifying
direct benefits in terms of higher than
expected growth, lower cost of capital or
higher valuation multiples remain difficult.
Nonetheless, there is an indication that
green financing — lending or investment
towards sustainable development
priorities — may be on the rise.

Financial services group ING introduced a
sustainable improvement loan for
businesses that ‘drew a lot of attention in
the market and quickly became popular
with other banks’, according to Radoslav
Georgiey, sustainability manager and
disclosure lead at ING Group. The

interest rate for this loan fell as the client’s
sustainability rating improved. These
ratings, measured by environmental,
social and governance (ESG) ratings
agencies, rely on ESG disclosures
primarily from sustainability and
integrated reports. This is one way in
which ‘integrated reporting, through a
theory of change that follows reporting,
can help companies to raise capital at a
lower cost, or to borrow on better terms’,
Georgiev comments.

Another participating organisation,
airport company Royal Schiphol

Group, issued green bonds in 2018 to
finance its investment projects. Reliable
non-financial data was vital for securing
the funding — data that the group’s
experience with integrated reporting has
helped it to develop. German utilities
company EnBW also issued its first green
bonds last year and got an immensely
positive response in this process from
investors, particularly with regard to its
business model and its strong focus on its
long-term strategic approach.

As we found previously, however, most
benefits from integrated reporting are
internal, in the form of enhanced
understanding of the business, including
the full range of its inputs, outputs and
outcomes. This leads to more integrated
thinking and better decision making.
Tanja Castor, senior expert in corporate
sustainability strategy at chemicals
company BASF, has seen integrated
thinking take root at her organisation.
"The perceived two worlds of the financial
and the non-financial are coming closer
and closer’, she says. ‘There is no silo any
more. | spend more time with my
colleagues in the finance and risk
departments than | do with my colleagues
in the sustainability team’.

In addition, we sense that for some
companies, their integrated reporting
journey has helped them to deal with new
reporting challenges — such as the UN
Sustainable Development Goals (SDGs),
the EU Non-Financial Reporting (NFR)
Directive and the Financial Stability
Board's Task Force on Climate-related
Financial Disclosures (TCFD). We touch
on this briefly in the next section.
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2. Complying with

__ multiple reporting
frameworks

Many of the integrated reports reviewed seek to demonstrate compliance with other reporting
frameworks and/or corporate responsibility initiatives.

This was a challenge that we identified in It's encouraging that the Corporate Differing requirements can create
last year's report (ACCA 2018: 30 and 31),  Reporting Dialogue, which includes challenges for determining what to
finding that companies sometimes bodies such as the IIRC and Global include in a report when applying the

struggle to apply different definitions of Reporting Initiative (GRI), has launched a principles of completeness and
materiality in a coherent way that enables  two-year project focused on driving better ~ materiality. ‘When is a report complete

them to produce concise reports. alignment in the corporate reporting and what does have to be included in a
Another frustration for preparers of landscape (CRD 2019). The project aims report?’ asks Lothar Rieth, group expert in
corporate reports is that different to make it easier for companies to sustainability at utilities company EnBW.
reporting frameworks, including prepare effective and coherent "What is necessary when compiling and
mandatory ones, can have conflicting disclosures that meet the information selecting information for an integrated
disclosure requirements. Harmonisation needs of capital markets and society. report? What is redundant? What is not?
would be widely welcomed. When we look at the [EU Non-Financial

FIGURE 2.1: Number of reports also complying with other guidelines or laws (total: 48)
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(9 out of 48) of the reports
reviewed referred to the
final recommendations of
the Task Force for Climate-
related Financial Disclosures
(TCFD recommendations).

Reporting Directive] and the auditors’
procedures in upcoming years, there will
be some turmoil and conflicts around
auditors’ requirements for a reasonable
assurance in this regard’. The definition of
what makes information material under
the EU NFR Directive is different from
how the <IR> Framework, or the TCFD
recommendations, approach materiality.

This year, 69% (33 out of 48) of the
companies reviewed report against GRI
requirements. To continue to be considered
GRI-compliant, reports published after

1 July 2018 are required to use the GRI
Sustainability Reporting Standards, which
represent an enhancement from the
previous G4 Guidelines. Our review found
evidence that many companies have
already made the switch, with twice as
many reporting under the GRI Standards
than under the G4 Guidelines.

We also found a significant increase in the
number of companies reporting against
at least some of the UN SDGs - 21 doing
so this year, compared with seven in last
year's research. Among our review sample,
20 reports referred to the Ten Principles
of the UN Global Compact, which cover
the themes of labour, the environment
and anti-corruption. Companies have
found reporting on the SDGs somewhat
complex, because many of the targets
relate more easily to governments than
corporations, so measuring contributions
is challenging. Even so, ING noted that the
SDGs have helped with its own materiality
analysis by providing ‘probably the most
comprehensive’ overview of society’s
interests, says Georgiev. ‘So we don't have
to figure out what society needs and it was
easier to split our analysis using society’s
interests as expressed in the SDGs'.

Out of the 23 European companies in the
review sample, 11 reports were identified
as explicitly expressing compliance with
the EU NFR Directive.

Nine companies in our review referred to
the final recommendations of the Task
Force for Climate-related Financial
Disclosures (TCFD recommendations) —
but feedback from the October 2018 poll
of <IR> Business Network members
indicates that many more plan to do so:
70% of attendees said they were planning
to implement the TCFD recommendations
over the next year. Of these, 75% expect
to include the related disclosures in the
integrated report. ING has already
embraced the TCFD and found its
previous experience with integrated
reporting helpful. Georgiev says: ‘It was
completely doable to map the TCFD
elements in our report and create the
overview or index at the end, because we
were already reporting on climate change
in our risk sections. We were talking about
the risk and opportunities of climate
change and had already started working
on scenario analysis. Our disclosure is not
perfect. But the integrated reporting
process drove that integration of climate
change disclosures into our annual
reports and helped us when these new
recommendations were released’.

EnBW has also embraced the TCFD
initiative within its integrated report.
The TCFD recommendations helped the
company to apply some of the <IR>
Framework principles more effectively.
We look at EnBW's experience in more
detail in our later discussion of reporting
on risks and opportunities.

We plan to focus in more detail in future
on the relationship between integrated
reporting and other reporting
frameworks. Look out for case studies,
which will be available on the ACCA
website, relating to the TCFD initiative,
the UN SDGs and the EU NFR Directive.
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Integrated reports have progressed in some aspects, but companies still struggle with some
important principles, concepts and content elements.

Explicit commitment to integrated
reporting continues to grow among <IR>
Business Network participants. This year,
77% of the reports reviewed stated that
they were integrated reports (up from
58% last year (ACCA 2018) and just over
half two years ago (ACCA 2017)).

In addition, 79% said they followed

the principles of the <IR> Framework
(76% last year (ACCA 2018)).

Just over half (52%) of reports identify their
intended audience (44% last year (ACCA
2018)). The focus in integrated reports on
providers of financial capital (including
shareholders, mainstream investors, ESG
investors and other forms) seems to have
weakened. Of the reports identifying their
audience, only 44% specifically address
such providers of financial capital, down
from 61% last year (ACCA 2018). This
means that customers, employees,
governments and ‘other’ types of reader
now account for the majority of the
audience groups identified. As we noted
last year (ACCA 2018: 30), growing public
interest in corporate behaviour is leading
some organisations to reconsider the
audience for their corporate reports.

Continuing a trend identified last year, the
reports are becoming more concise: 54%
contain 100 pages or fewer, excluding the
financial statements, compared with 49%
last year and 20% in 2017.

RELATIVE QUALITY SHIFTS

The areas where reporting is strongest
and those where the quality of reporting
could be improved have remained stable
since last year. Explaining organisations’
operating context (as part of the
‘organisational overview and external
environment’ content element), and
reporting how organisations create value
(as part of the fundamental concept
‘value creation for the organisation and
others’) continue to feature as particular
areas of strength across the board.

Looking at the lower end of the quality
rankings, aspects that ranked poorly have
also remained largely consistent with last
year's findings.

¢ Governance responsibility for
integrated reporting: this takes the
form of a statement from those
charged with governance,
acknowledging their responsibility for
the integrity of the integrated report,
and has consistently been the lowest-
rated area over the past three years.

e Outlook: reporting on the challenges
and uncertainties that could affect the
organisation was weak in 2018 and
remains so this year.

¢ Performance and strategic focus and
future orientation: explaining the
ways that companies link strategy and

performance to how they use and
manage their capitals also remains
problematic, as it was in 2018.

¢ Basis of preparation: despite some
improvement in companies’ approach
to explaining how they identify
material matters, their quantification or
evaluation remains in the bottom end
of the review rankings.

There have been interesting movements in
the rankings overall. We found significant
improvement in reporting on how
organisations identify material matters. We
also noted improvement in the application
of the value creation lens to materiality,
explanations of how governance structures
support value creation, the connectivity of
information, and comparability with other
organisations. All these areas have
featured as particularly challenging in
2017 and 2018, so it is encouraging to
observe the enhanced quality of
disclosures this year. Reporting on
stakeholder relationships, a strong area in
2016 (ACCA 2017), has again become one
of the highest-scoring areas this year.

Less positively, we also found some
worsening reporting trends. Compliance
with the guiding principle of reliability
and completeness — the extent to which
reports present all material matters, both
positive and negative, in a balanced way
— has fallen this year, after a noticeable
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For the first time,

some companies sought
reasonable assurance

on aspects of their
integrated report, a step
up from the limited
assurance that companies
usually seek on their
non-financial reporting.

improvement last year. Partly linked to
this was a deteriorating quality of
reporting on two related content
elements: risks and opportunities, and
performance (explaining to what extent
the organisation has achieved its strategic
objectives for the period).

In reporting on risks and opportunities,
the organisations reviewed consistently
find most difficulty in explaining how
opportunities affect their ability to create
value in the short, medium and long term.
This is in part related to another area
where preparers have struggled in past
years: outlook. (For insights into reporting
on outlook, please see ACCA 2018: 24 to
29). This year, reviewers also noticed that
fewer organisations are adequately
explaining how they are dealing with risks
and opportunities.

The articulation of business models is also
an area where reporting quality has
dropped. This may reflect the fact that
the review sample contained a large
proportion of banks, which often find it
difficult to summarise their complex
products and services in the context of
value creation — a legacy perhaps of the
traditional tendency to equate business
models with operating models. Another
reason may be that business model
reporting is an area where continuous
improvements require time and resource,
and regulatory changes and other
reporting initiatives may have diverted
organisations’ efforts away from business
models this year.

This report focuses on four areas where
reporting quality has dropped since 2018.
These are balance in reporting, reporting
performance against strategic objectives,
explaining how organisations are dealing
with risks and opportunities, and
reporting on business models.
Underpinning all of these challenging
areas is a sense that corporate reports
need to be more authentic. The quest for
authentic reporting is therefore the
theme we want to explore this year.

ASSURANCE DEVELOPMENTS

This year saw the emergence of a higher
level of assurance on the contents of
integrated reports. For the first time, some
companies have sought ‘reasonable’
assurance on aspects of their integrated
report, a step up from the ‘limited’

assurance that companies usually seek on
their non-financial reporting. In other
words, audit firms are now able to collect
enough evidence on these reports for
them to express a positive opinion that the
information assured is reasonably stated;
this contrasts with limited assurance
engagements, where less evidence is
collected and the assurance opinion is
expressed negatively, for example 'nothing
has come to our attention to indicate that
the information is materially misstated.’

This development, coming as the
International Auditing and Assurance
Standards Board (IAASB) plans to publish
guidance to enable more consistent and
appropriate application of ISAE 3000
(Revised)' to emerging forms of external
reporting, is particularly notable (IFAC
2019). The pace of innovations and the
increasing demand for assurance shows
that the IAASB's project could not be
more timely.

ING is one organisation that has obtained
reasonable assurance on its integrated
reporting content. The company’s
auditors provided limited assurance on
the non-financial information in the
‘Report of the Executive Board' and in the
non-financial appendix, but also provided
a reasonable assurance on four specific
topics. These are: the "What matters most
to our shareholders’ section, data for the
‘Net Promoter Score for Retail Banking’,
the 'Feeling of Financial Empowerment’
and the ‘System Availability’. These are
essentially GRI disclosures. ‘It's the GRI
definition of materiality and the GRI
indicators and standards that we get
[reasonable] assurance on’, Georgiev
explains, ‘because our assurance provider
cannot give assurance on the <IR>
Framework because it's a principles
framework, rather than a standards
framework. We may increase the level of
assurance on some of our other KPIs [key
performance indicators] as we assess their
strategic importance’.

The fact that the <IR> Framework is
principles-based has not prevented other
audit firms from assuring integrated
reports. Another Dutch bank, ABN AMRO,
gained a limited level of assurance - not
reasonable assurance - on its Integrated
Annual Review 2018 on the way it applied
the <IR> Framework and the company’s
own supplementary reporting criteria.

1 ISAE 3000 is the international auditing standard for assurance engagements other than audits or reviews of historical financial information. It applies, for example, to assurance over integrated reports.
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‘When the auditor

is interested in the
processes of the different
departments, that makes
the departments more
involved in the process of
non-financial reporting.’
Michael Gebbert, EnBW

Georgiev would like the IIRC to engage
with assurance providers to encourage
more of them to offer assurance on the
<IR> Framework. He would see a benefit
from such assurance. ‘It would help us
focus our reports on what we believe is
really most relevant for our inputs and
outputs and impacts in an integrated
way’, he says. ‘It would also help achieve
conciseness in reports [seen as one of
ING's biggest challenges]. Some of the
standards don't add easily recognisable
value to our reports, but we need to focus
on them to obtain assurance. What
integrated reporting does is help
companies focus on what really drives
value creation in the organisation, and on
the impact of the organisation on the
capitals and the capital providers. So we
would be able to choose those types of
KPls that speak to those impacts, rather
than report on other KPIs that are not
necessarily fit for our business model’.

EnBW, the German utilities company, also
obtained reasonable assurance for the
first time on its non-financial declaration,
as requested by the supervisory board.
This, for them, marked the achievement
of a 'high level of integration in the whole
reporting process’ (EnBW Integrated
Annual Report 2017, p.11. See Appendix
4 for links to all the reports discussed
here). As Michael Gebbert, project leader
transformation accounting and tax at
EnBW, explains: ‘When the auditor is
interested in the processes of the different
departments, that makes the departments
more involved in the process of
non-financial reporting. For us, it's helpful
if the auditor visits our energy-producing
sites and looks at the processes there.

In this way we had a benefit from this
reasonable assurance audit’.

A move towards a higher level of
assurance could be accelerated by
national legislation. For example,
Germany's national implementation of
the EU NFR Directive requires those KPls
defined as relevant for ‘steering’ the
company (Steuerungsrelevanz) — used for
internal management purposes — to be
subjected to reasonable assurance.

Royal Schiphol Group gained limited
assurance on the corporate responsibility
information included in its 2017 annual
report. This is important to the main

shareholder, the Dutch government, but
Marianne de Bie, senior adviser on
Corporate Affairs at Schiphol, believes
assurance is needed if an entity is to be
seen as 'a responsible company’. For
Schiphol, this is vital for underpinning the
reliability of its reporting at a time of
national debate about whether aviation in
Holland should be allowed to grow. ‘If we
are not transparent in our reporting or
make statements that are not founded on
provable data, then there is no future’, de
Bie says. She also thinks that the process
of gaining assurance makes the data and
associated activities ‘tangible’ and shows
their impact for the company personnel
responsible, which helps to drive
improved performance.

Standard Bank does not currently obtain
any external assurance over its integrated
reporting, although content extracted
from the financial statements is covered by
the statutory audit. Sandra Gouveia, senior
manager: integrated reporting at Standard
Bank, does not envisage this changing
without some enforcement by auditing
authorities to encourage audit firms to
develop appropriate guidance and to
provide such services. ‘From an assurance
perspective, | understand that the
information isn't as easily substantiated as
that in the financial statements’, Gouveia
says. Even so, she agrees with EnBW's
Gebbert in that there is value in assuring
the reporting process. 'l have engaged
with our internal auditing team, to advise
on building a process which could be
audited in accordance with an assurance
standard in future’, she says. 'We are
therefore on the journey to improve so
that we can get the integrated reporting
process assured. This is, however,
pointless if an external auditor isn't able
to accept an engagement of this nature’.

The debate around the external assurance
over integrated reports will continue for
some time. What is clear in this fast-
developing area is that the scope of
assurance, the methodology used and the
level of assurance provided could all vary
greatly from one organisation to another
— driven, not least, by the different reasons
why assurance is sought in the first place.
Whether or not an organisation decides to
seek external assurance, however, sound
internal assurance and robust internal
controls remain as important as ever.




4. The drive
__ for authenticity

Corporate reports need to be authentic in order for investors and other stakeholders to trust
them. We asked interviewees to explain what they think authenticity means and why it matters.

Black Sun’s 2018 Complete 100 report,
assessing the annual reports of all the
companies in the FTSE 100 index, is titled
Less Perfection, More Authenticity. Noting
that "truthful and authentic communication
plays an integral part in combatting low
corporate trust’, the report argues that
‘authenticity’ goes beyond being fair,
balanced and understandable: it means
telling a story that "truly communicates
[the company’s] uniqueness, warts and all’
(Black Sun 2018).

At Standard Bank, Gouveia sees
authenticity as ‘extremely important’ to
the reliability of reports. ‘It [the integrated
report] has to tell the true story and an
organisation’s external reporting should
reflect its internal reporting’, she says. ‘All
executives should be held accountable
for the content they have submitted for
the integrated report and this content
should be aligned to what they report
internally for their business area. If we
have balance and appropriate approvals
throughout the business, the report will
have authenticity’.

Royal Schiphol Group’s de Bie interprets
authenticity as meaning being "honest’ and
being open about trade-offs: for example,
where decisions are made that appear to
be contrary to achieving the maximum
financial outcome — or the best option in
terms of sustainability — but that are made
for sound and long-term reasons.

Lauren Muusse, senior advisor and
human rights lead at ING Group, believes
that transparency brings external
accountability. She explains her
interpretation of authenticity as:

l__l‘Being transparent about your wins
and your losses, things that went well

and things that didn’t, targets that you
didn’t meet. If you state those things
publicly and make stakeholders aware,
that builds a platform for improvements;

it builds momentum through conversations
started internally or externally, and builds
a platform for follow-up’.

Georgiev suggests there is something
counterintuitive about authenticity.
‘Most people strive to just look at the
positives and only the best case studies’,
he says. ‘But a bit of authenticity and
admitting your mistakes and the
challenges actually creates more trust in
stakeholders. People trust that you are
telling them the whole story if you also
tell them about the challenges’.

Asked for his interpretation of what
authenticity means, EnBW's Rieth says:
"We published our strategy in 2013 and
we have stuck to this strategy for more
than five years. We were always
transparent and consistent about the
baseline year and how we have
performed with regard to our long-term
goals and how we performed over time.
For us, this is very important. We don't
put out new targets every other year, but
instead we kept our targets in place, so
that how we performed was always
comprehensible for our stakeholders.
This is evidence of our authentic and
consistent reporting over time'.
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‘The question of credibility
is of utmost importance to
BASF because we are in a
very sensitive industry and
we are fully aware that we
have positive as well as
negative impacts along the
value chain’.

Tanja Castor, BASF

The fact that EnBW has consistently
reported its most important KPls,
regardless of performance, supports the
perception that its reporting is balanced.
‘Having a fully audited, with reasonable
assurance, integrated annual report, we
are obliged to show the development of
our top financial and non-financial KPls, be
developments good or bad, whether they
are going up or down’, Rieth says. As he
notes, however, markets do not yet reward
honesty or authenticity, so this can result
in caution about disclosing weak results.

At BASF, Castor’s interpretation of
authenticity reflects the nature of the
company’s sector — chemicals. Being
authentic in reporting means that ‘we do

not over-promise’, she says. ‘We are very
focused on facts and data. Our report is
not always easy to digest, because it's
very data-driven, fact-oriented and
science-based. This is part of our DNA.
We are a science-based company'.
Feedback from stakeholders indicates
that they trust in and believe what they
read in the report. "The question of
credibility is of utmost importance to
BASF because we are in a very sensitive
industry and we are fully aware that we
have positive as well as negative impacts
along the value chain’, Castor says.

'So, we have a responsibility and through
our report, we have to transmit the
message that we are trustworthy.’




balance

OBSERVATIONS FROM THE
REPORT REVIEWS

The <IR> Framework’s guiding principle
on reliability and completeness states
that an integrated report should include
all material matters, both positive and
negative, in a balanced way and without
material error. The quality of reporting
against this principle has gone down:
falling from 12th to 19th place when we
ranked the average score in this area
against the average scores given for other
aspects of the <IR> Framework. (See
Appendix 2 for an explanation of the
ratings and ranking process.)

A perceived lack of balance emerged as
the chief issue. The <IR> Framework
describes what balance means:

l__l‘A balanced integrated report has no bias
in the selection or presentation of information.
Information in the report is not slanted,
weighted, emphasized, de-emphasized,
combined, offset or otherwise manipulated to
change the probability that it will be received
either favourably or unfavourably.”

This suggests that there are several
aspects to achieving balance. While it is
important to ensure that all material
information — whether negative or
positive — is reported, the presentation of
information also plays an important role.

2 International <IR> Framework, paragraph 3.44

5. Reliability and
_ completeness -

The tone and language used could give
rise to perceptions of bias, if the report
reads like a public relations document.
The context in which information is
presented and the location and
prominence it is given in the report also
need to be considered. This includes, for
example, assessing whether certain
performance measures should be
presented in the CEO’s statement, in the
performance review section on, say, page
20, or in an appendix on page 120.

Achieving a balance of good and bad
news in equal measure was also identified
as an issue in our first report in this series,
Insights into integrated reporting:
Challenges and best practice responses
(ACCA 2017), which was based on reviews
conducted in 2016. So this is clearly an
area that preparers of integrated reports
consistently find difficult.

The Integrated Reporting Committee
(IRC) of South Africa, in its December
2018 publication, Achieving Balance in
the Integrated Report: An Information
Paper, highlighted numerous benefits of
balanced reporting (IRC 2018). These
include enhanced trust and reputation,
accurate public narrative, enhanced
internal insight, support for an open and
transparent culture and consistent
messaging. Balanced reporting can also
give stakeholders the sense that the

leadership team is enlightened and
strategically focused, aware of the full
spectrum of risks and outcomes facing
the business.

Nonetheless, the IRC also identified many
challenges to achieving balance: lack of
commitment to transparency and
accountability; inadequate processes and
systems to support complete and
balanced reporting; uncertainty about
what to report; concerns about potential
negative consequences of reporting
sub-optimal information; and over-
reliance on consultants.

WHAT CHALLENGES DO
COMPANIES IDENTIFY?

Human nature

At Standard Bank, Gouveia identifies the
main barrier to balanced reporting.
'Everybody wants to put their best foot
forward’, she says. 'They want to talk
about positive news’.

Gouveia responds by making the case for
balance. ‘It's important to remind all
contributors that integrated reporting is
not a marketing document’, she says. ‘It
shouldn't be used to advertise successes
only; it should tell the entire story, both
the positive and negative aspects’. Her
advice to colleagues in business areas is
that a sensitive issue should preferably be
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‘Everybody wants to put
their best foot forward.
They want to talk about
positive news’.

Sandra Gouveia
Standard Bank

adequately explained in the bank’s
reports rather than badly explained in a
newspaper article. As an example, she
refers to the bank’s strategic focus area to
digitise. ‘Becoming more digital will affect
our workplace and therefore our people.
By digitising internally, certain processes
are automated meaning that certain jobs
will be affected, and to respond to this
the bank seeks to upskill or reassign its
people before letting people go’,
Gouveia says. 'In our report we discuss our
digitisation strategy, but we also discuss
reskilling our people so that they may
remain relevant. Balanced reporting is
about providing a complete story — before
a headline draws attention in certain
cases’. She adds: 'If you have a balanced
report, it enhances the transparency and
the credibility of the report and more
importantly of the organisation’.

Content that could create a news
headline is not the most challenging for
achieving balance, Gouveia says. ‘Those
are the easy battles. The more difficult
battles concern things that don't go to
the headlines — that are internal. It may
be that some things still need to be
resolved. It may be premature to talk
about them. The bad news might not be
bad if you have some time to work on it.’

At ING, Georgiev also notes that human
nature comes into play. ‘Sometimes a
barrier to achieving balance is that we are
not proud of our mistakes and not proud
of the things that didn't go well this year’,
he says. 'When we compose the annual
report, at times we are sent an imbalance
on the good stories. It can be difficult to
holistically hear from the business the
challenges and what we learnt from
those challenges'.

De Bie at Royal Schiphol Group has had
similar experiences. ‘There are still
content providers who see the annual
report as a PR document’, she says.
‘And they are reluctant to report on what
went wrong, dilemmas or targets not
achieved'. People also struggle to talk
openly about the challenges they see

in future — or ‘when they see it in black
and white on paper, they don‘t want it
to be written that way’, de Bie notes.

‘So we have to convince people why it's
so important to tell the complete story

— the what and the how and the why'.
Besides, with social media, any problems
or issues become public knowledge soon
enough, and need to be addressed in
the integrated report.

Sectoral culture

In some sectors, such as banking, laws
and regulations may prevent some
disclosures or require matters to be
reported to a regulator before being
publicly disclosed. The compliance
mindset of working in such a highly
regulated sector may perhaps impede
transparency. ‘In the banking sector in
general, disclosure is typically need-
driven and any requests going beyond
required disclosures may be seen as
secondary’, Muusse says.

There are pressures outside financial
services, too. For example, Schiphol
Airport operates in a complex value
chain. 'Aviation activities are regulated,
with consultations with the airlines over
planned investments and to set the
tariffs’, de Bie says. ‘All the stakeholders
keep a close watch on what we are doing
and the direction we want to take'. Safety
and security are other sensitive areas.
'With regard to security, it is obvious you
cannot disclose too much — that is the
nature of security’, de Bie says. ‘So there
is a kind of ceiling to how transparent and
open you can be on some topics’.

SENIOR SUPPORT

For Gouveia, the support of her group
financial director (or CFO) and chief
executive officer (CEQ) is essential for
preparing a quality integrated report.
‘Senior executives are key contributors to
the integrated report; the support of a
CFO and CEOQ illustrates that this
reporting process is to be taken
seriously’, she says. Gouveia presents her
report to the group executive committee
before it goes to the group audit
committee and then the group board.
‘The CEO, who has also been part of the
process, will together with the executive
committee review and approve the
report’, Gouveia says.
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Tone from the top is
crucial to creating a
culture in which people
feel comfortable talking
openly and honestly

about failure. These frank
conversations could enable
more effective strategies
for dealing with similar
problems in the future.

De Bie also cites the importance of senior
executive leadership, for example, from
the CEO and CFO. 'Tone at the top is a
big influence’, she says. ‘Our board
encourages us and has put us on the path
of integrated reporting, and it is a path
we will continue to follow — to every year
improve in writing a more transparent and
complete report’.

ROBUST PROCESSES

Standard Bank has developed a robust
process for gathering content and
preparing the integrated report.
Questionnaires are completed and
signed off by all contributors and these
provide the key content for the first draft
of the report; this draft report forms the
basis of interviews held with the key
contributors and executives to allow them
to provide feedback, before submission
of an updated draft to the group
executive committee. Before approving
the report for print, final checks on the
content are done, allowing the relevant
executives to sign off on the final version.
‘The process is in place to ensure that the
information in the report is complete,
reliable and relevant. If questions are
raised on any disclosure, we need to be
able to substantiate it’, Gouveia says.

A balanced report-writing team is also
helpful. At Royal Schiphol Group,
producing the integrated report has until
recently been the task of a three-person
team, including a representative from the
corporate affairs department, a
sustainability officer and a member of the
investor relations team. This ‘core team’
works closely with the financial and
control departments and the strategy
department. ‘The combination of finance,
sustainability and communications
expertise is a good balance so that what
is in the report can be proved and is
factually correct’, de Bie says. It also
ensures that the report tells the
integrated story of the business and its
approach to corporate responsibility. An
integrated reporting officer from a Big
Four firm has just joined this team. ‘This
will help us to proceed, to look at TCFD,

among other developments, and to move
on, for example, explore if it is possible to
develop a socio-economic profit and loss
account’, de Bie says. '‘Our board
encourages us in this'.

TRANSPARENCY ENABLES
TRANSPARENCY

Muusse believes that ING is a transparent
organisation internally. This is supported
by the CEO’s regular quarterly review in
video format, accompanied by a
management summary of developments
—including what has not gone well. This
means that the individuals working on,
and owning the process of, the integrated
report have a reasonably balanced
picture of the year’s performance. Muusse
comments: ‘We will be aware of a certain
failure and can go back to a colleague and
say, what about this element that we heard
about? What else can we say about that
externally? People can have a tendency
to provide the positive information, so
sometimes we do need to challenge them
in order to pull it [less positive information]
out’. Tone from the top is crucial to
creating a culture in which people feel
comfortable talking openly and honestly
about failure. These frank conversations
could enable more effective strategies for
dealing with similar problems in the future.

GAINING AN INDEPENDENT
PERSPECTIVE

Being ‘inside’ an organisation can make it
more challenging to report in what an
‘outsider’ would consider to be a balanced
way. Standard Bank uses external
integrated reporting experts to support
its reporting processes and to provide an
independent view on the report. These
experts help to prepare and review the
questionnaires completed by contributors;
they ensure that content provided is
relevant to integrated reporting and that
it is balanced. "We have interviews with
the senior executives and one of the
questions on our list is the balance
question’, Gouveia says, ‘This allows us to
understand what the key issues are and
how they have been dealt with'.
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Besides balance, reliability
is also about ‘freedom
from material error’.
Achieving this requires
robust internal control and
assurance processes, in
addition to the external
assurance that some
companies obtain.

The external experts remain involved
throughout the reporting process, from the
preparation for the first draft to the review
of the final draft. ‘They always encourage
more balance in reporting’, Gouveia says.
‘From an outsider’s perspective they will
identify issues which could enable
balanced reporting, which won't necessarily
be identified by someone internal. They
therefore provide an independent view
on what | could be missing’.

External consultants should, however, be
used judiciously. The IRC's Achieving
Balance in the Integrated Report warns
that the use of external consultants could
be a barrier to balanced reporting if
management teams do not participate
sufficiently in the process (IRC 2018).
While consultants can act as an objective
sounding board, they do not diminish the
board's responsibility for making
strategic, operational and reporting
decisions, and for overseeing the external
reporting process.

Although ING obtains assurance because
investors are seen to value it, Georgiev
adds: ‘It also helps us internally to bring
more balance to the report. The auditors
ask what were the challenges this year,
which things didn't go that well and

ask us to include that narrative in the
report. So that helps us achieve balance
in our reports’.

Muusse agrees that having an external,
objective voice such as the auditors’
supports transparency and improvement.
For example, last year ING had a finding
on diversity and pay gap disclosures. The
human resources (HR) team was looking
at the issue already, but the auditor
helped to bring this forward into our
awareness’, Muusse says. ‘They provide
an external perspective and give an extra
push so that we know this is being asked
for and it is the right thing to be doing'.

FREEDOM FROM MATERIAL ERRORS

Besides balance, reliability is also about
‘freedom from material error’. Achieving
this requires robust internal control and
assurance processes, in addition to

the external assurance that some
companies obtain.

Standard Bank has several review levels
to try to prevent any material errors. For
example, information submitted for the
integrated report is reviewed by the
external integrated reporting experts,
investor relations, the external reporting
team (who check for consistency with
other reports), the chief executives of the
business units, group executive
committee, the group financial director
and group CEO. ‘Internal audit also
reviews the report and external audit [the
statutory auditors of the financial
statements] read the report to ensure that
it agrees with what they have seen on
their side’, Gouveia says. 'Although they
won't issue an assurance report, they will
say they have read the report and it is not
materially different to what they know of
the business’. Statutory auditors issue a
statutory audit opinion, and as part of
their work will read over content in the
integrated report in accordance with ISA
720, The Auditor’s Responsibilities Relating
to Other Information in Documents
Containing Audited Financial Statements.

ING uses various processes to reduce the
risk of material error. "We have regular
internal audits on a risk-based approach’,
says Georgiev. ‘We have a corporate audit
services department that does risk audits
and audits of how standard operating
procedures are followed, how data is
recorded and stored, security settings and
so on. So there’s internal audit and then
the annual external audit by an assurance
provider’. There is also ‘a four-eyels]
principle internally’, Muusse adds.
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PRACTICAL APPROACHES

The trade-offs section Standard Bank’s Annual Integrated Report 2017 (page 19) has a clear and consistent

provides a systematic structure for presenting the progress against each of the organisation’s strategic value
way of embedding drivers. As part of this, the trade-offs section highlights the potential cybersecurity
balance into reporting risks in relation to the digitalisation of its services, and provides a balanced discussion

of the bank’s approach to restructuring loan agreements for clients in financial distress.

on performance. This is a systematic way of embedding balance into reporting on performance.

Pe Improving their banking experience. H
Combating cybercrime and fraud.

Cheaper and more convenient banking services.
Ensuring the safety of their money.

Assistance in times of financial distress.

Understanding the needs of our clients.

Providing our clients with a personalised and
comprehensive financial services offering.
Empowering our people to better provide an excellent
and consistent client experience.

» Making it easier, faster and safer te transact by
accelerating innovation and digitisation

Partnering with our clients during challenging times.

KEY DEVELOPMENTS IN 2017 PRIORITIES IN

To address our clients’ key concerns and our material issues, we To drive improvements in our client

have: satisfaction scores, we will

+ Accelerated the introduction and adoption of digital channels + Deepen existing client relationships
across Africa. in support of their growth journeys.

+ Substantially completed the cere banking transformation * Leverage data and advanced
programme in early 2018 with 93% of transactional account analytics to gain deep client insights

Standard Bank Moving Forword ™ clients an the new platform. and provide timely and relevant

« Simplified processes and increased the use of data analytics to offerings.
understand and respond more precisely to our clients’ needs. = Continue to implement digitally

+ Achieved increased IT system stability with no major service enabled solutions that improve
interruptions in 2017. client convenience.

« Improved IT security capabilities, which an independent expert + Continue to provide our clients
assessed as leading in our peer group. with the choice to interact with

+ Engaged with clients in financial distress and offered a range of us digitally or through our
solutions to assist them. including the introduction of a debt care branch networks.
centre, improved client education offerings and an EasySell * Leverage the ICEC relationship
platform to assist clients to get the best value on the sale of their 1o support the growth strategies of,
properties. for example, Chinese multinationals

+ Completed several landmark transactions. aperating in Africa.

+ Funded 13 client lending deals in p?nr!eship with IL‘,BF} sincer T
2016 to support our clients operating in the China-Africa corridor. AIR and information
An example is the recent funding of the USDS billion Coral floating technology report.

liquefied natural gas development in Mozambique.

* Increasing our use of data analytics and developing digitally enabled solutions that are innovative. accessible and

affordable have to be done within the non-negotiable constraints of protecting our clients’ personal information

and mitigating cybersecurity risk

The client experience benefits of digital platiorms and the efficiencies gained from increasing the digitisation of

pracesses require additional IT develapment and maintaining IT stability and security, which increases costs and the

depreciation and amortisation of our IT assets.

* We are committed to assisting our clients through periods of financial distress which may lead to a restructuring of
the terms and conditions of their loan agreements to assist with affordability challenges. While this may lead to
delaying the loan repayment. the restructure allows the client to repay the loan and avoid any longer-term negative
financial consequences. In addition, it enables the group to realise the capital repayments and mitigates the need for
costly legal action, foreclosures and negative client and social implications.

Standard Bank Group 1
Annual inegrates epert 2017 9

21



Insights into integrated reporting 3.0: The drive for authenticity | 5. Reliability and completeness — balance

The Chairman directly
addresses the challenges
that the company has
faced, and sets a clear
direction for the board over
the next three years.

After a year of high-profile governance scandals, and while still subject to
investigations, Eskom opens its 2018 Integrated Report (pages 4 to 6) with a Chairman’s
Statement that sets the tone for transparency and accountability. The Chairman directly
addresses the challenges that the company has faced, and sets a clear direction for the
board over the next three years.

[ ®¢€skom

Integrated report
31 March 2018

Achieving sustzined success

CHAIRMAN'S STATEMENT

JABU MABUZA
Chairman
No-one can deny that Eskom has experienced However, a number of factors posed a serious threat
a tumultuous year. This was not due to to Eskom’s ability to obtain funding for its capital
operational issues — our generation plant and expansion programme, thereby putting a significant

strain on liquidity. Firstly, the prior year's audit report
contained a qualification relating to the completeness
of irregular expenditure information disclosed in the
annual financial statements, as the auditors could not
place reliance on certain of the processes supporting
the information in question. Secondly, serious
allegations of financial mismanagement were levelled
against a number of senior executives.

network produced solid performance, and

the new build programme delivered another
three units at Medupi and Kusile, with another
two units expected in the near future, while
electrification of households continued at a
brisk pace.

Progress on the improvement process to address the audit
qualification on irregular expenditure is discussed under “Ethical [D
leadership” on page 18

These all contributed to several credit ratings
downgrades due to Eskom's deteriorating liquidity
position and profitability, combined with a highly-
geared balance sheet, ineffective governance processes
and internal controls, as well as Government's
perceived inability to provide sufficient and timely
support. The downgrades further hampered our
efforts to obtain funding and consequently, raised
serious concerns around Eskom’s long-term viability
and status as a going concern.

In addition, the effective 2.2% price increase granted
by NERSA for 2017/18 put further pressure on Eskem’s
financial position, resulting in a weakening of the
majority of financial ratios over the past year, despite

a stringent focus on cost savings in order to manage
liquidity. The much lower than expected price increase,
coupled with the liquidity issues, led to the external
auditors reporting an emphasis of matter related to
going concern on our interim results.

[ 4 Integrated report | 31 March 2018
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o

Governance

It was against this backdrop that the new Board was
appointed in January 2018, with a clear mandate to
stabilise and restore Eskom. Four of the directors
appointed to the interim Board in 2017 were retained.
An Interim Group Chief Executive was appointed at
the same time, to bring stability to an organisation
which had witnessed a seemingly endless parade of
individuals heading the organisation over the past
few years. These appointments constituted the first
step towards improving governance and restoring
confidence in the company, ultimately aimed at
assisting with the execution of funding initiatives,
improving Eskom's financial position and restoring its
operational performance.

Our immediate priorities when we took
over in Jan
challenges, tackle governance issues and
release the interim results on a going concern
basis.

ary were to address the liquidity

‘We spent the first two months, which falls within the
year under review, inculcating a culture of effective
and transparent governance, to ensure that those
engaged in corrupt and irregular activities are brought
to account. This process has since led to the departure
of seven members of senior management as a result of
serious allegations of misconduct. The finalisatien of
investigations into suspended executives remains our
key priority. while we continue to focus on improving
corporate governance in Eskom.

Investigations inte allegations of corruption and misconduct are
discussed under “Ethical leadership” on page 19

CHAIRMAN'S STATEMENT

continued

Strategy

Given recent challenges, we have refined our strategy
to respond appropriately. We aim to clean up
governance issues, stop the bleeding and stabilise the
business by continuing to do what we do, and doing it
well, and thereafter re-energise the business in order
to set a firm foundatien for growth. At the same time,
we will continue implementing initiatives identified

in the prior year, by focusing on strengthening our
financial position through demand stimulation, cost
containment and efficiencies, while striving to achieve a
cost-reflective price of electricity.

Under the leadership of our newly appointed Group
Chief Executive, we are undertaking a strategy
review in support of our mandate of being South
Africa’s trusted and reliable electricity provider.

We plan to develop a new ambition for the period
to 2035, focused on implementation and disciplined
execution of actions to ensure the sustainability of
Eskom. This review is expected to be completed by
September 2018. The main areas of focus are:
Strengthening Eskom’s financial position and its
balance sheet

Reviewing the business medel, which could lead
to restructuring if warranted to respond to global
changes in the energy industry

Growing the business in existing markets, expanding
into new markets and delivering new products
across these markets

Looking ahead

Eskom has suffered an absence of ethical leadership at
the highest level for some time, but we aim to rectify
that as a matter of urgency. We also need to focus on
addressing executive vacancies, although this is partly
dependent on the final structure of the organisation,
after completing the strategy review. We need to have
the right people in the right places doing the right
things, to stabilise Eskom and set it up for sustained
success, while fulfilling both its commercial and
developmental mandate.

Over our three-year term, we intend focusing on the
following:

Improving liquidity and solidifying Eskom's status as
going concern, which will require a focus mainly on
costs, given the recent price increases. Given that
primary energy and employee benefit costs are our
biggest categories of operating expenditure, we have
to focus our attention on those, as well as robust

manag of capital expenditure. This will require
a significant improvement in financial and business
discipline

Instilling transparent and effective governance to
support a culture of ethical behavieur by returning
to our values

l € Integrated report | 31 March 2018

+ Prioritising financial sustainability and strengthening
the balance sheet, while minimising reliance on debt
and Government guarantees

Influencing energy policy and the regulatory
environment to support the organisation's
turnaround, by working with DPE, DoE, the DEA,
National Treasury and NERSA. Issues include
electricity tariffs, the long-awaited IRP and future
IPP allocations, as well as dealing with municipal
arrear debt

If we succeed at all of these priorities, we expect that
it will positively impact Eskom’s credit ratings, and
thereby its ability to secure funding in both domestic
and international markets. However, executing the
wwrnaround will require difficult decisions. There is

no doubt that the next few years will be challenging,
but the turnaround has already begun, with positive
progress since the appointment of the new Board. The
start of restoration of investor confidence is evidenced
by the R20 billion bridge-to-bond facility signed in
February 2018, with great strides being made towards
improving governance and rooting out financial
mismanagement and malfeasance.

As expected from a responsible corporate citizen,
Eskom must comply with the Censtitution, applicable
laws and regulations, as well as our own policies and
procedures, and act in accordance with our mandate,
vision and strategy. We also have a developmental
responsibility — through building new capacity,
executing DoE's electrification programme, and
supporting skills development and job creation —

and play a pivotal role in the country's economy. In
executing our mandate, Eskom provides the basis for
growth in South Africa and SADC, and as a result,
transforms lives.

In order to improve trust and restore

investor confidence in om, it is cr
that we improve our integrity and thereby
our credibility. If not, we will not be able to
access financial markets to fund our build

programme.

Concluding remarks

My congratul go te Mr Pt ni Hadebe on his
recent appointment, approved by Cabinet. as Group
Chief Executive. This is a reflection of the excellent
work he has done while acting in the position since
January this year. His appointment is an important step
towards stabilising Eskom. Phakamani has a strong
reputation of turning around organisations and, in light
of Eskom’s current financial challenges, we are lucky
to have someone with his financial expertise to steer
Eskom towards achieving our visien for the future.
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The message from the CEO
recognises in one of its
opening paragraphs that
‘things went badly wrong
during the May holidays’
when congestion at the
airport caused delays.

This is communicated in
an open and direct tone.

5. Reliability and completeness — balance

Royal Schiphol Group's Annual Report 2017 also creates a sense of balanced reporting
early on (pages 6 and 7). The message from the CEO recognises in one of its opening

paragraphs that ‘things went badly wrong during the May holidays’ when congestion at

the airport caused delays. This is communicated in an open and direct tone. It sets the

scene for the discussion, central to this year's report, about how the group has been
proactively addressing the congestion challenge by investing in capacity by the

expansion of the terminal and developing the regional airports.

Royal Schiphol Group
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Royal Schiphol Group
2017 Annual Report

Message from the CEO

Schiphol connects the Netherlands to 326 destinations worldwide, making us
Europe's 'best direct connected airport'. We are working hard to prepare for the
future so that we can accommodate the increasing flow of passengers. At the
beginning of April we opened atemporary departure hall, and in the autumn made
room for the construction of a new pier and terminal. Perform today, Create
tomorrow. Today's challenges go hand-in-hand with tomorrow's investments.

Introduction

Congestion is the new normal

2017 was a year of excitement and of progress for
Royal Schiphol Group. It was our busiest year ever
with 68.5 million passengers at Schiphol. The
record number signified an increase of nearly 8%
compared with last year. On Monday, 31 July
2017, we welcomed more than 234,400
passengers, making it our busiest day ever. Whilst
during previous summer holiday periods there
were only a few peak days with more than
200,000 passengers, in summer 2017 there were
only a few dayswhen passenger bers dipped

was completed in record time. However, things
went badly wrong during the May holidays when
we were unable to ensure that each passenger
reached the gate on time. For three days, the
picture at Schiphol was one of long queues, full
baggage carousels and legitimate public
concerns. We were quick to address the
problems.

I'm happy to say that this was yet another

illustration of how we all pull together at such

morments. | believe compliments are due first and
o our cell and our business

below 200,000.

Congestion is the new normal at Schiphol. Extra
capacity is urgently needed if we are to meet

growing demand. The temporary departure hall,
built to enable us to accommodate the growing
number of passengers within the Schengen area,

partners. They did sterling work in facing our
peak times head-on. We came through our
busiest-ever summer holiday period safely and
successfully, and that's a good thing because the
pressures will not be letting up.
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Good practice ideas

Review report presentation: the visual prominence of information on the
page, the tone of the narrative, and the order in which information is
presented can affect perceptions of balance.

Set the right tone from the start, through the messages from the
Chairperson and the CEO.

Challenge colleagues’ and management’s natural tendency to focus on
positive performance by highlighting the consequences when problems
unaddressed by the organisation become public.

Monitor media and social media coverage of the organisation, to identify
key issues that need to be addressed directly by the organisation.

View reporting negative performance as an opportunity: it allows the
organisation to demonstrate that it has a plan to tackle the challenges.

Use external experts as an independent sounding board, but make
sure that the board exercises oversight of the reporting content.

Establish robust control processes for data to be included in
integrated reports.

Involve representatives from different teams in the report drafting or
review process, to ensure a balance of perspectives.

Report information used by management in running the business.

Consider what level of assurance may be appropriate for your report’s

content, and if and how external assurance can add value to the business.

' 4
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OBSERVATIONS FROM THE
REPORT REVIEWS

6. Performance -
* L reporting performance
against strategic
objectives

WHAT CHALLENGES DO
COMPANIES IDENTIFY?

The <IR> Framework states that

‘An integrated report should answer
the question: to what extent has the
organization achieved its strategic
objectives for the period, and what are
the outcomes in terms of its effects on
the capitals?®

Such content on performance is clearly a
crucial part of any integrated report,
given the strong investor interest in it.
Nonetheless, this is an area where
preparers struggle: reporting
performance against the capitals has
consistently been among the lowest-rated
areas in previous years, and this year the
quality of reporting against strategic
objectives has also dropped, from 15th to
22nd place in the quality rankings. The
challenges driving this may be similar to
those for balanced reporting, as
highlighted in the previous section.

We covered the challenges and best
practice recommendations around
reporting performance and strategy
against the capitals in Insights into
integrated reporting 2.0: Walking the talk
(ACCA 2018: 14 to 18). Here, we focus on
how companies are reporting
performance against strategic objectives.

3 International <IR> Framework, paragraph 4.30

Lack of internal clarity

Gouveia says Standard Bank has been on
a journey to develop its approach to
reporting performance against strategic
objectives. A key trigger was the group
financial director’s involvement, following
comments from readers of the bank’s
integrated report, that the bank was not
explaining its strategy clearly enough.
This drove the development of a strategic
value driver ‘formula’, considering the
capitals concept in integrated reporting.
The formula articulated the idea that the
bank's financial outcome depends on the
combination of its client focus, employee
engagement, and risk and conduct (doing
the right business the right way).

‘Those three value drivers are all
important to enable us to create our
financial results — and all of those
together result in our social, economic
and environmental impact’, Gouveia says.
‘Each business unit now has to report
against the formula. For example, each
business needs to talk about its clients,
people and how it addresses risk,
financial results and also the social,
economic and environmental impacts.
Without the formula to report against, we
were randomly discussing these items
without being clear and structured'.

Identifying metrics

Standard Bank’s group financial director
had the authority to enforce the value
driver formula throughout the bank.

This took ‘a lot of work’ and required the
chief executive’s commitment together
with a change of mindset across the
business since 'we had to report against
these value drivers and this had to be
consistent’, Gouveia says. The value
driver formula, introduced in 2016, is
now firmly embedded but Gouveia sees
that more work is needed in reporting
against those value drivers. In particular,
the bank needs to 'get the metrics right'.
Gouveia says: 'The financial metrics are
easy for us — we've been reporting
against those. Our risk metrics are also
clear. But when we talk about our social,
economic and environmental impacts,
those are a bit more difficult. We need to
determine which metrics are important
and whether we can report on them every
year so that we can have a trend to show
how we are making progress’.

More than a CSI project

"We still have conversations that this is
not only CSl [corporate social investment]
—it's more than that’, Gouveia says. In
other words, it remains necessary to
convey the message that the integrated
reporting and thinking encouraged

by the <IR> Framework leads to
successful long-term value creation by
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One challenge in reporting
on performance against
objectives is that employees
- and board members -
need to be internally
honest about their
achievements and failures,
which can be difficult.

the business, not just to being seen as
a good corporate citizen.

As she also notes, every year there is a
new challenge in integrated reporting.
A new member of the executive
committee, for example, may have

new ideas on how to explain social,
economic and environmental issues from
a business perspective. ‘It's something
that evolves every year’, Gouveia says.

Organisational honesty

One challenge in reporting on
performance against objectives is that
employees — and board members — need
to be internally honest about their
achievements and failures, which can be
difficult. Human nature is such that people
could be unwilling to tell their boss they
have failed, and this can be repeated
through the layers of an organisation.

‘In general, management may not hear

all that is wrong and thinks everything is
going all right until the last moment’,

says de Bie from Royal Schiphol Group.

‘It is courageous to admit that not all went
well and that not enough was done. It is
vital that the supervisory board challenges
management and that board members
take their governance role seriously’.

BASF's Castor understands a natural
sense of discomfort in reporting on
objectives that have not been met. ‘But
this is part of the reporting process and it
is required by the reporting principle of
"balanced reporting”, she says. 'The
question is whether it's up to us to tell the

Insights into integrated reporting 3.0: The drive for authenticity | 6. Performance — reporting performance against strategic objectives

reason why and put it in the right context
or whether others should do it for us.
Especially if you are a chemical company,
there is no option but to be transparent if
something went wrong'.

Constant evolution

Royal Schiphol Group is developing its
approach to reporting against objectives,
with a key development between its 2017
and 2018 annual reports. Its 2017 report
contained a list of priorities for the 2018
Management Agenda. In 2018, these
priorities are more specific — including
measurable targets to be achieved in
multiple areas: safety, sustainability,
network, passengers, airlines, local
residents, employees and shareholders.
In addition, performance against the
non-financial indicators (as well as
financial KPIs) will affect the variable
element of employees’ remuneration. ‘If
our customer appreciation measure or
reputation scores do not meet the
targets, that will affect everyone's variable
component, independent of financial
profits’, says de Bie. ‘So, for the first time,
these have become real objectives that
every employee has to take into their
hearts and work on’.

PRACTICAL APPROACHES

Standard Bank's strategic value drivers
formula helps it to identify relevant and
meaningful KPIs to report against. The
value drivers feature throughout the
Bank's Annual Integrated Report 2017
and provide the structure around which
performance is reported.

OUR STRATEGIC VALUE DRIVERS

Focus our efforts and measure the progress we are making against our group strategy and vision.

. @

Client
focus

o

Employee
engagement

Risk and
conduct

Financial
outcome

—

SEE impact areas J
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Credit Agricole presents
KPIs on the five aspects of
its strategic plan, against
targets for the end of 2019.

6. Performance - reporting performance against strategic objectives

In its Integrated Report 2017-2018, French cooperative bank Crédit Agricole presents

KPIs on the five aspects of its strategic plan (pages 30 to 32). The KPIs are set against
targets for the end of 2019, and the achievement or not of these targets is indicated.
2019 targets already achieved are shown with solid green stars.

CREDIT AGRICOLE SA

APPENDICES

Strategic Plan Tracking Indicators

BUSINESS LINES THAT SUPPORT THE CUSTOMER-FOCUSED BANK AND CLIMATE FINANCE

TARGETS
FOR END-2019

CREDIT AGRICOLE GROUP

€8.8bn

Revenus synergies

RETAIL BANKING, ACQUISITION OF NEW CUSTOMERS AND MUTUAL SHAREHOLDERS

REGIONAL BANKS

Number of mutual sharsholdsrs 12m
LcL
Mid-cap customer market share 50%

CREDIT AGRICOLE ITALIA
Number of customers. 2m

RETAIL BANKING, CROSS-SELLING MOMENTUM
REGIONAL BANKS

Personal and property insurance

contracts. +2m

LoL

Percentage of customers 0

with insurance and life insurance contracts 25 /U
CREDIT AGRICOLE ITALIA
UGITS/Life insurance

+12%/year

ASSET GATHERING
AMUNDI
Netinflows

CREDIT AGRICOLE ASSURANCES

Combined ratio” < 96%
INDOSUEZ WEALTH MANAGEMENT
Average annual net inflows. €3bn

SPECIALISED FINANCIAL SERVICES
CREDIT AGRICOLE CONSUMER FINANCE

Managad loans within 0

Crédit Agricole Group +5% fyear
CREDIT AGRICOLE LEASING & FACTORING

Share of the renewable energies

markel in France 35“/0
LARGE CUSTOMERS

CREDIT AGRICOLE CIB

AAGR in financing revenue +1.4%/year
AAGH in capital markets

and ivestment banking revenue +3.8%fyear
CACEIS

Assets under custody €2,700bn

(1) €70.6 bition bassd on a combined approach.
(2) Scope: Pacifica

€160bn
cumulative over 2016-2019

2015

€7.8bn

9.2m

>20%

+11.6%

€80bn

95.8%

€4bn

€13.5bn

35%

€2.2bn

€2.1bn

€2,327bn

2016

€8.0bn

9.6m

211%

+10.6%

€62.2bn

95.9%

-€4bn

€15.3bn
+13.1% vs 2015

33%

€2.2bn
+0.3 % vs 2015

€2.2bn
+5.6% vs 2015

€2,522bn

o LEVEL OF
e ACHIEVEMENT
€8.2bn bid

9.7m b
45% P
2m *
10.2m
22.4%
+5.7% w
€73.1bn"
96.8%
€5bn b
€17.0bn

+11.3% vs 2016 *

32% b
€2.2bn

+2.5% vs 2016 *

€2.3bn

+.3% vs 2016 w7

€2,656bn 7
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TARGETS LEVEL OF
FOR END-2019 ik S 2o ACHIEVEMENT

CLIMATE FINANCING

Mo sreennencigsrnod €60bn->€100bns VA awn K

Financing for energy transition

projects through Amundi joint asset

management companies with EDF €5bn N/A €150m €203m ﬁ
and Agricultural Bank of China

Doubling of fi ing For bl
energies in France via the Regional €514m €635m

Banks, LCL and Crédit Agricole Leasing x 2 €425m +21% vs 2015 +24% vs 2016 ﬁ
& Factoring®

Cash invested in green bonds by

end-2017 via Crédit Agricole S.A. €2bn N/A €1.1bn €2bn *

and Crédit Agricole CIB

INNOVATION THAT BENEFITS CUSTOMERS

TARGETS LEVEL OF
FOR END-2019 20 20i2 2ol ACHIEVEMENT

REGIONAL BANKS
% of key retail customer journeys

digitalised and dematerialised, 1000/0 N/A 45% 60%
interruptible and interoperable

Time needed to open an account 45 min. 45 min.

and order a bank card in branches 15 min. : P 15 min.
PRI in branches in branches

LCL

Branches renovated in line with the 1000/0 N/A N/A 36

LCL Mon Agence concept or refurbished

CREDIT AGRICOLE ITALIA

% of branches in ltaly 0
advice-focused and automated 50% N/A 35% 38%

CREDIT AGRICOLE GROUP: START-UPS SUPPORTED BY VILLAGES BY CA 31

600 N/A 231 400

CREDIT AGRICOLE S.A.: RAISING EMPLOYEE AWARENESS ABOUT DIGITAL TECHNOLOGIES (TARGETS AT END-2018)

RV R A R R Y

% of connections
to the Digitall platform 400/0 N/A N/A 30%
% of employees 300/0 N/A N/A 299,

with a Digitall passport

A CUSTOMER RELATIONSHIP BUILT TO LAST

TARGETS LEVEL OF
FOR END-2019 E 2018 20 ACHIEVEMENT
REGIONAL BANKS
Increase customer Annual improvement
satisfaction in the CRI +1pt Stable + 3 pts *

CREDIT AGRICOLE S.A.

Measure employee engagement Every year N/A Achieved Achieved *

using an annual ERl survey

THE GROUP’S TRANSFORMATION

TARGETS LEVEL OF
FOR END-2019 Ak 2RAE 2o ACHIEVEMENT

CREDIT AGRICOLE GROUP < 60% 63% 65.5% 64.2% e
CREDIT AGRICOLE S.A. < 60% 66% 68.0% 64.2% e
CREDIT AGRICOLE S.A. 1/3

RECURRING SAVINGS €900m N/A N/A achieved *
CREDIT AGRICOLE S.A.

INCREASE THE PROPORTION OF WOMEN 10%

IN TOP-LEVEL MANAGEMENT AS PART + 0 21.2% 21.5% 20.7% ke
OF THE FReD INITIATIVE (target of 23.3%)

(3) Initially €60 billion at end-2018. The target was raised in 2017 to €100 billion at end-2019.
(4) Initial target (double) raised in 2017,

CREDIT AGRICOLE S.A - 2017-2018 INTEGRATED REPORT
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In its Report 2017, BASF’s
management report
contains a detailed section
on ‘responsibility along the
value chain’.
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In its Report 2017, BASF's management report contains a detailed section on
‘responsibility along the value chain’. This explains the group’s strategy on key
supply-chain-related issues, reports performance against prior-year trends, and
clearly sets out 2020 goals. The extract below (pages 104 to 106) focuses on BASF's
strategy, goals and measures related to energy efficiency and climate protection.

BASF Report 2017
Economic, environmental
and social performance

104 Management's Report

BASF Report 2017

Rasponsibiity along the value chain — Envircnment. health, safety and security — Energy and cimate protection

Energy and climate protection

Suppliers BASF

As an energy-intensive company, we are committed to
energy efficiency and global climate protection. We want
to reduce emissions along the value chain and utilize, for
example, efficient technologies for generating steam and
electricity, energy-efficient production processes, and
comprehensive energy management. Our climate
protection products make an important contribution
toward helping our customers avoid emissions.

Strategy

n  We are committed to energy efficiency and global
climate protection along the value chain

We want to reduce greenhouse gas emissions in our
production and along the entire value chain. To this end, we
have thoroughly analyzed the greenhouse gas emissions from
our production in the past few years and implemented
comprehensive reduction measures.

Comparisons with European emissions trading bench-
marks show that our greenhouse gas-intensive chemical
plants operate at above-average efficiency. To supply our
production sites with energy, we rely on highly efficient
combined heat and power plants with gas and steam turbines,
and on the use of heat released by production processes.

Our success also depends on the long-term security and
competitiveness of our energy supplies. Furthermore, we are
committed to energy management that helps us analyze and
further improve the energy efficiency of our plants. We
continuously analyze potential risks to our business
operations arising in connection with the topics of energy and
climate protection and derive appropriate measures,

We offer our customers solutions that help prevent green-
house gas emissions and improve energy and resource
efficiency. Around half of our total annual research and
development spending goes toward developing these
products and optimizing our processes.

Customers.

Qur climate protection activities are based on a comprehensive
analysis of our emissions. We report on greenhouse gas
emissions in accordance with the Greenhouse Gas Protocol
Standard, as well as the sector-specific standard for the
chemical industry. Since 2004, we have participated in the
international non-profit organization CDP’s program for
reporting on data relevant to climate protection. BASF again
achieved a score of A- in CDP's rating for 2017, awarding it
“Leadership” status. Companies on the “Leadership” level are
distinguished by factors such as the completeness and trans-
parency of their reporting. They also pursue comprehensive
approaches in managing the oppertunities and risks
associated with climate change as well as emissions reduction
strategies to achieve company-wide goals.

Climate protection is a shared global task. We advocate
climate protection by supporting initiatives to this end. In 2017,
companies from G20 countries — the Business 20 (B20) -
developed recommendations on energy, climate and resource
efficiency for state and government leaders. BASF led this B20
task force. BASF supports a consistent implementation of the
Paris climate accord as the necessary basis for limiting global
warming. We therefore also joined the World Economic
Forum’s CEO Climate Leaders initiative in 2017.

2 For more information on climate protection,
s00 bast.com/climate_pr

ion of g g per metric ton of sales
product in BASF operations excluding Oil & Gas' (%)

2012 2013 2014 2015 2016 2017

2020 Goal
372 -355 ‘

2002
Baseline

334 341 333 346

-40.0
' The value for the 2012 business year was not adusied to reflect ihe cumently applied
(global Waring potantial factors.
For more daia s0e page 105,
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BASF Report 2017

Management’s Report  {(Q5

Responsibility along the value chain — Environment, health, safety and security — Energy and climate protection

BASF Group’s greenhouse gas emissions according to the Greenhouse Gas Protocol’ (million metric tons of CO, equivalents)

BASF operations including Oil & Gas 2002 2016 2017
Scope 12
CO, (carbon dioxide) 14.634 16.215 16.813
N,O (nitrous oxide)* 6.407 0.586 0.747
CH, (methane) 0.244 0.045 0.048
HFC (hydrofluorocarbons) 0.061 0.087 0.081
SF, (sulfur hexafluoride) 0 0 0
Scope 2*
COo, 5.243 3.884 3.796
Total 26.589 20.817 21.485
Sale of energy to third parties (Scope 1)°
Co, 0.347 1.161 1.086
Total 26.936 21.978 22.571

BASF reports separately on direct and indirect emissions from the purchase of energy. Scope 1 emissions encompass both direct emissions from production and generation of steam

and electricity, as well as direct emissions from the generation of steam and electricity for sale. Scope 2 emissions comprise indirect emissions from the purchase of energy for BASF's

use.

~

Emissions of N,O, CH,, HFC and SF, have been translated into CO, emissions using the Global Warming Potential, or GWP, factor. GWP factors are based on the Intergovernmental

Panel on Climate Change (IPCC) 1995 (2002 emissions) and IPCC 2007, errata table 2012 (2016 and 2017 emissions). HFC (hydrofluorocarbons) are calculated using the GWP

factors of the individual components.
The 2016 figure has been adjusted due to updated data.

w

-

o

Global goals and measures

m  Reduction of greenhouse gas emissions per metric
ton of sales product

= Introduction of energy management systems in
accordance with ISO 50001

We aim to reduce our greenhouse gas emissions per metric
ton of sales product by 40% by 2020, compared with baseline
2002. Our emissions rose year-on-year in 2017, mainly due to
higher production levels of precursors within the Group and an
increase in nitrous oxide emissions. In 2017, we reduced
greenhouse gas emissions per metric ton of sales product by
35.5% compared with baseline 2002 (2016: reduction of
37.2%). Since 1990, we have been able to lower our overall
greenhouse gas emissions from BASF operations (excluding
Oil & Gas) by 48.3% and even reduce specific emissions by
74.7%.

We set ourselves a new energy efficiency goal in 2015
covering both the chemicals and the oil and gas businesses.
By 2020, we want to have introduced certified energy
management systems (DIN EN ISO 50001) at all relevant
production sites.® Taken together, this represents 90% of
BASF’s primary energy demand. This is one of the ways in
which we intend to identify and carry out improvements in
energy efficiency, reducing not only greenhouse gas emissions
and saving valuable energy resources, but also increasing the
BASF Group’s competitive ability.

Location-based approach. Information on the calculation of market-based Scope 2 emissions can be found in the GRI and Global Compact Index; see basf.com/en/gri_gc
Includes sale to BASF Group companies; as a result, emissions reported under Scope 2 can be reported again in some cases.

2020 Goal 2020 Goal

Coverage of our primary
energy demand through
certified energy management
systems at all relevant sites

Reduction of greenhouse
gas emissions per metric
ton of sales product
Baseline 2002

BASF operations incl. Oil & Gas

909

BASF operations excl. Oil & Gas

—409

The introduction and implementation of the energy manage-
ment systems is steered by a global working group. All energy
efficiency measures are recorded and analyzed in a global
database and made available to BASF sites as best practices.
Currently, over 100 measures are being pursued to reduce
energy consumption and increase competitive ability. Sites
and pilot plants across all regions were certified in accordance
with I1ISO 50001 in 2017. These include the Verbund site in
Antwerp, Belgium, production plants at the Guaratingueta site
in Brazil and Freeport in Texas, as well as another 10 sites in
China, India, Singapore, Ireland, Norway and Switzerland. At
the moment, 43 sites are certified worldwide, representing
54.3% of our primary energy demand.

& The selection of relevant sites is determined by the amount of primary energy used and local energy prices.

31



IMPLATS

Distinctly Platinum

Annual Inteqrated Report 2018
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6. Performance - reporting performance against strategic objectives

In its Annual Integrated Report 2018 (pages 70 and 71), South African platinum
producer Impala Platinum (Implats) reports performance against five key operational
strategies. Specific KPI performance targets for the year are presented for each of the

operational strategies, and current year performance is also compared with trends
going back over the four previous years. Both positive and negative performance is

reported in a balanced and candid way.

Group performance against objectives

Implats Annus

ntograted Raper 2018 | 70

Strategy

Implats is a focused PGM producer
and supplier. Our strategy seeks to
sustain optimal levels of production at
the lowest possible cost from a
diverse and competitive asset
portfolio. We seek to position the
Company in the lower half of the
industry cost curve, and as the
industry safety leader, to benefit from
future stronger PGM prices and to
reward all our stakeholders

Relentlessly drive the
safety of our people

KPI target for FY2018*

> Zero fatallies
> LTIFR <5.5

Implats Ar

Performance against strategy and KPis*

> Ragrettably, seven employee fatalities were recorded during
the year

> LTIFR improved 5.4% from the previous year fo 6.01 per
million man-hours (including contractors) (2017: 6.35)

> Continue to drive zero harm through awareness and
education, by implementing appropriate systems and best
practice, and by working in partnership with emplayees
and regulators.

> Our focus is on ensuring resilient and effective leadership
and operational discipline to ensure compliance with safe
production practices

Performance graphs*

LTIFR

10

For miben men e vk

B
8
!
2
(1

o 215 e =7 e

Conslstently deliver
production targats

> Refined platinum production of
1.57 = 1.61Moz

> Refired platinum production of 1.47 million ounces
= Strong mining performances at Impala Rustenburg and
Marula were supported by suslained excellent mining

Platinum production

contribitions from all ofher operations L
> Planned closures of 4. 7 and 7A Shafts al Impaia g 150
Rustenburg 2
> Fumnace maintenance work during the first half of the year | = 10m
and an slectrical failure at the fumace In February 2018
resulled in an inventery bulld over the year 500
o
P s e @ e
Improve eficiencies > Cost per platinum ounce <R23 100 and > Unit costs increased to R24 660 per platinum ounce refined Unit cost/Pt oz
through operational stock adjusted unit cost achieved of cted by the lower refined production volumes (2017:
excellence R22 931 (2017: R22 828) i} 25000

> Completed and approved a strategic review of impala
Rustenburg that will transition this operation to long-term
economic viability in-a low-price environment

> Continue to address inefficiencies and contain the rising
input cost base al operations, particularly Impala
Rustenburg

> Enhanced focus on human resources, which includes the
development of & high-performance culture and reviews of
the organisational structure and remuneration policies to
support this

Cash conservation

> Capital <R4.7 bilion

> Capital expenditure of R4.61 billion {2017;: R3.43 bilion)
> Capital expenditure was in liné with plan
> R1.4 billon was spent on the two development shafts,

Capital expenditure

16 and 20 2
> Key projects and their associated capital investment were 5
re-evaluated during the year resulting in & reduction b2l
{R910 million) or deferment of capital spend in a low-prica o
environment 300
20m
1000
0 -
21 e
Maintain our ficence to > Impala Rustenburg SO, at <16tpd > 80, emissions al Impala Rustenburg at 6370t Social South Afri hoarsing)
operale > Maruia community disruptions <10 days (2017: 6 306Y)
> Build/sell =230 amployes houses > Direct SO, emissions were within the conditions of the Air
Emission Licence at Impala Rustenburg and Impala 600
Springs 500
> Built 136 emplayee houses in Rustenburg as expenditure B 400
was curbed due to cash preservation -
> Officlaily opened Sunrise View Sscondary and both primary 0
and secondary schools al Platinum Village 20
> Greup social development expenditure amounted to 100
R214.10m (2017: R136.48m) o
) 2018 16 ani ED

> Resolvad land dispute and secured mining tenure at
Zimplats.

Fivors and Mingsa,

souvuboped NG @
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Good practice ideas

m Clarify strategic value drivers internally to support clear
reporting of performance against them externally.

m |dentify metrics that are useful and relevant for
monitoring the performance of the business and
its employees.

m Report on KPIs consistently from year to year, and
explain any changes in the KPIs used.

® Include trend data so that performance over time is
easy to understand.

® When reporting performance, set this clearly against

the context of targets and/or expectations, and
explain the reasons for the differences between actual
and forecast performance.

Encourage a culture of transparency, so that problems
at the business unit level are not hidden from the top
management layers.




L

OBSERVATIONS FROM THE
REPORT REVIEWS

Under the <IR> Framework, integrated
reports should answer the question: "What
are the specific risks and opportunities
that affect the organization’s ability to
create value over the short, medium and
long term, and how is the organization
dealing with them?’*

Partly because mandatory reporting
frameworks tend to emphasise reporting
on risks over opportunities, there have
consistently been fewer discussions about
opportunities than risks in the reports
reviewed. This year, the reviewers found
that the quality of reporting on
opportunities had dropped further, from
24th to 29th in the quality rankings, making
it one of the poorest-performing areas. The
quality of reporting on how organisations
are dealing with risks and opportunities,
has also dropped from 11th to 18th place.

WHAT CHALLENGES DO
COMPANIES IDENTIFY?

Compliance-driven culture

Some sectors may be culturally primed
to be cautious when it comes to
transparent reporting. ‘The banking
industry is highly regulated’, says ING’s
Georgiev. ‘There is sensitive trade

4 International <IR> Framework, paragraph 4.23
5 International <IR> Framework, paragraph 3.51
6 International <IR> Framework, paragraph 1.7

7. Explaining how
| organisations are
dealing with risks
and opportunities
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o
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information and competitive information
we do need to be careful with. It is also
difficult to draw the line on competitively
sensitive information in some instances
—we want to be open and yet we can't
always say it all due to these regulations
and standards with which we must
comply’. Caution about giving away too
much information and losing competitive
advantage was an issue we also identified
last year, in relation to companies’
reporting outlook (ACCA 2018).

The <IR> Framework states that where
disclosure of material information could
cause significant competitive harm,
organisations could describe the essence
of the matter in a general way, rather than
identifying specific details®. In these
cases, a judgement call needs to be
made, weighing the advantage that a
competitor could actually gain from the
information, against the primary purpose
of an integrated report: ‘to explain to
providers of finance how the organisation
creates value over time®." Making this
judgement call, and getting agreement
from other people within the
organisation, could be difficult.

Georgiev's colleague Muusse gives an
example of how legal restraints or anti-trust
concerns can also impede transparency.

ING is a signatory of the Dutch Banking
Sector Agreement on Human Rights,
designed to help banks and other
interested parties work collaboratively
towards the goal of fully meeting their
human rights responsibilities. ‘At the
beginning of each meeting with the other
banks, the first thing presented to the
group is an anti-trust statement’, Muusse
says. ‘As a requirement, meetings start
with a reminder that we cannot bring in
competitive information or non-public
information about strategies etc. That is
realistically the regulatory landscape we
are working in. It can set a tone of caution
in some instances’.

Expectation management
Organisations do face challenges in
reporting on opportunities they see for
creating value. ‘Some of the information
may be sensitive’, says ING's Georgiev.
‘Sometimes we are not sure if there is an
opportunity. For example, we may
suspect that sustainable businesses and
sustainable clients are better clients, but
we need to do more work before we can
go external about it — before we can
actually record this as an opportunity’.

This sense of caution, and the need to
fulfil and to manage market expectations,
is also an important concern for BASF.
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The more a company

can demonstrate that

it has a proactive risk-
management strategy that
allows it to transform risks
into opportunities, the
more positively it may

be viewed by investors.

'For BASF, we have set ourselves ambitious
goals and subsequently, we should not
overpromise’, Castor says. ‘This is not
only related to ESG topics. The overall
aim is to be acknowledged as a credible
and reliable partner and investment. So, it
is quite natural, that — in terms of the tone
— there is a difference between the report
and a marketing brochure".

Investors, particularly in the ESG context,
express more interest in risks than
opportunities. ‘The financial market still
focuses on the risks’, Castor says. ‘In
particular, rating agencies still weigh
controversies quite highly. We strongly
believe that sustainability also helps us to
seize business opportunities through
more sustainable products or more
sustainable operating processes.
Therefore, we include concrete examples
for the business case of integrating
sustainability in our report.’

Despite some investors’ tendency to
focus on risks, it could be argued that
managing risks and seizing opportunities
are parts of the same process. The more a
company can demonstrate that it has a
proactive risk-management strategy that
allows it to transform risks into
opportunities, the more positively it may
be viewed by investors. This is how ING's
Georgiev views it. ‘We [...] take the
stance that risks and opportunities are
two sides of the same coin’, he says. ‘So
where we see risks, we also try to look at
the opportunities side, and vice versa’.

Integrated thinking in the business
Reporting on and discussing risks and
opportunities trigger integrated thinking
in the business by prompting
management to consider the relationship
between non-financial and financial
factors. It can provide a ‘way in’ to
introducing this type of thinking to parts
of the business for which it may not be
traditional or natural. Getting that
engagement can be achieved by
approaching the topic in a way that
makes sense to people in the business.

BASF's Castor gives an example of
engaging with colleagues to encourage
them to integrate ESG criteria into their
operations. ‘It's often a matter of

language’, she says. ‘You can approach
them [and say] “It is important, due to
ethical reasons”. Some colleagues will
say that this makes their life even more
complicated, because they have to focus
on efficiency, quality, price and so on.

If you adjust your language and say,
"Mitigating the most material ESG
related risks could help to avoid supply
chain disruption and fosters business
continuity”, they might listen to you.

You have to adjust your messages so that
your target group is able to understand
the value added'.

EnBW found the TCFD initiative, with its
risk-focused approach, particularly helpful
for integrating non-financial risks into the
company'’s core processes. ‘The way the
TCFD has applied this basic logic [around
risks and opportunities] to climate-related
aspects was helpful for us’, Rieth says.
‘When we updated our new risk and
opportunity matrix or table, which forms
the basis for the surveys conducted
internally, it was the TCFD that pushed us
to another level, rather than the IIRC's
guiding principles. We fully understood
the basic logic of the IIRC, but with the
TCFD we got a new tool in our hand and
a more clear-cut, well-defined approach’.

Although still principles-based, the TCFD
gave more ‘concrete’ guidance on how to
address risk. ‘We are very much into the
TCFD approach’, says Rieth. ‘For us, this
is about the nuts and bolts of integrated
reporting. It's climate related, but you can
apply the TCFD logic to all the other
sustainability and ESG issues. It's a
constant process where companies assess
how to integrate this way of integrated
thinking into the strategy, governance
and risk dimensions]...] The TCFD gave us
some truly important guidance on how this
is connected to the financial bottom line’.

Need for hard facts and threshold clarity
The banking sector is familiar with the
concept of risk, with strong internal risk
functions. That doesn't necessarily make it
easier when trying to report on the actions
taken to mitigate or manage risks that
relate to environmental and social factors.
‘The risk function is so strong that it needs
hard facts and precise data — so there are
definitely challenges’, says Georgiev.
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‘Traditional enterprise
risk management is used
to dealing with precise
thresholds - with black
and white. Now you have
to deal with 50 different
shades of grey.’

Tanja Castor, BASF

ING has two risk functions, staffed by the
relevant risk experts, that focus on
financial and non-financial risks.
Sustainability and climate change risks,
because they have financial implications,
are categorised as financial risks. Areas
such as behavioural and ethical risks
would be treated as non-financial. The
two functions, however, follow the same
reporting line — "two funnels’, as Muusse
describes it, both overseen by the chief
risk officer.

Castor has noted regulators pushing
companies to develop more integrated
risk-management processes that
encompass ESG issues, but there are
challenges around definitions and
thresholds. BASF has held intensive
discussions during the implementation of
the German law to implement the EU
NFR Directive requirements. BASF
designed a decision tree to provide a
systematic approach to identifying any
material ESG risks that need to be
included in its risk report. "'The most
important challenge was to discuss the
thresholds’, Castor says. 'For financial
risks there are quite clear and precise
thresholds. For non-financial risks, the
thresholds are for example “if it has a
significant impact on your business”.
But what does significant mean?

‘And even if it would be possible to
define clear-cut thresholds for topics like
Human Rights — would it make sense to
monetize impacts in this area?’, Castor
asks. ‘Traditional enterprise risk
management is used to dealing with
precise thresholds — with black and white.
Now you have to deal with 50 different
shades of grey. It is up to each company
to find a solution which helps the
company to establish an Enterprise Risk
Management reflecting all relevant risks
- be it financial or ESG-related risks’.

Castor found a helpful resource in
Guidance for Applying Enterprise Risk
Management to Environmental, Social
and Governance-related Risks, jointly

developed by the Committee of
Sponsoring Organizations of the
Treadway Commission (COSO) and the
World Business Council for Sustainable
Development (WBCSD) (COSO and
WBCSD 2018). ‘It could serve as a starting
point to further develop our risk
management’, Castor says. This topic
remains on her agenda to work on for
2019, together with colleagues from the
Corporate Risk Management team.

Creating a level playing field

At ING, Muusse notes that having a level
playing field in the sector and with other
corporates helps. "We have a plan to
increase transparency in our reporting on
environmental and social risks and
disclosures’, she says. ‘It really does help
that other banks such as ABN AMRO or
Westpac also have models of how to
report more transparently on
environmental and social risks. So you can
take from that. We see what other people
are doing, what's best practice, and how
we can improve. And as you disclose
more, you recognise that you are also
contributing to a more level playing field
in the whole sector. We want to drive
improvements not just in our own
business, but ultimately improvements in
the world and society — and this is one
way to do so'.

Topic-specific reporting requirements
One challenge in risk reporting — and
reporting generally — is the growth in
topic-specific reporting requirements, as
regulators try to respond to the public
demand for more information and drive
the achievement of global climate and
social goals. ‘There are lots of topic-
specific reporting requirements and they
will also have a tremendous impact on
risk reporting’, Castor says. "'TCFD seems
to be the starting point. There will be a
challenge for the whole integrated
reporting approach. | am not sure
whether we will be able to fulfil all these
topic-specific requirements via one
integrated report’.
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For ING, risks and

opportunities are two
sides of the same coin.

PRACTICAL APPROACHES
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ING's Group Annual Report 2017 demonstrates that the organisation has a clear and
well-defined mechanism for responding to risks and opportunities, which is embedded
into the governance structure. For ING, risks and opportunities are two sides of the
same coin. The extract included here (from page 12) shows how ING reports on the
opportunities and risks associated with customer centricity. Helpfully, the opportunities
and risks are linked explicitly to material topics, and cross-references are included for
more detailed discussions on each of the topics.

ING Group
Annual Report

2017

Empowering people

Opportunities & Risks
Customer centricity

Opportunities:

» Focus on improving customer
experience by accelerating innovation
and becomning more agile.

+ Digital delivery of advice and support
aimed at improving customer
decision-making.

+ Scalable cross-border banking platform
to make online interaction personal,
instant, seamless and relevant.

+ Embed data-driven culture.

Risks:

« Technology Is removing a number of
barriers to entry that once insulated
financial services.

+ Cybercrime, fraud and cyber-security
risks arising due to growing
digitalisation across banking.

Material topic

@) Innovative business

developments

Innovate to adapt and
remain relevant.

) customer privacy and data
ethics.

Qur duty to handle
customers' data with the
utmost care and only
process personal data for
specific business purposes.

Enhancing customer
financial capabilities
Helping people make
smarter financial decisions.
with transparent tools,
tailored offers and expert
advice

0 Stability of IT systems and
platforms

Securing the stability of
ING's IT systems an
platforms, such as payment
services, internet banking
and apps.

Usability and accessibility
of our praducts and
services

Stand out by making
banking personal, instant,
seamiless and relevant to
our customers.

Our approach and performance

In 2017, ING launched a EUR 300 million
venture capital fund to deepen fintech
partnerships and accelerate the pace of
innovation.

ING had more than 100 fintech partners by
the end of 2017, 21 of which ING invested
in.

Our annual Innovation Bootcamp attracted
786 ideas from 22 countries.

Qur approach can be summarised as: the
right people using the right data for the
right purpose.

We set up ethical committees in the ING
countries in 2017 as well as a framework for
dealing with dilemmas related to how we
use data.

In 2017, 25.4 million people felt financially
empowered. @

For 2017, ING's weighted system availability
for Retail customers in the Netherlands and
Belgium was 99.7%. For Wholesale Banking
customers, systemn availability was 100%
globally. ®

Across ING, digital channels account for
98% of contact with retail customers.

More information

<& Innovation section in the
‘Improving the customer
experience’ chapter.

<& Data section in the Improving
the customer experience’
chapter.

<& Balancing our responsibilities:
Innovative business
developments vs. data ethics
section in the ‘The world
around us’ chapter.

<& Financial empowerment
section in the ‘Our business
(Retail Banking)’ chapter.

< Reliability and stability section
in the ‘Improving the
customer experience’ chapter.

<& Digital first section in the
‘Our business’ chapter.

<> Differentiating experience
section and Financial
empowerment section in the
‘Our business (Retail Banking)"
d er.

Economic contribution

Opportunities:

» Leveraging a stable funding base and
balance sheet quality.

+ Competitive advantage due to global
presence.

« Utilising specific, in-depth knowledge
of financial services, knowledge of
customers and rigorous risk-
management.

« Generating fee-based income.

Risks:
+ Interest rates are increasing, but
remain low.

« Business and strategic impact due to
‘Basel IV".

+ Executions risks because of
increasingly complex requlatory
environment.

« Lack of an international level playing
field

() Financial performance”

Being a financially healthy
and stable company is
important to stakeholders
and us.

Pricing of products and
services

Fair pricing of products and
services is important for our
competitiveness in the
marketplace.

ING Group recorded robust commercial
growth and strong financial results in 2017,
with a full-year 2017 net profit of EUR 4,905
million, anincrease of 5.5 percent
year-on-year.

We continue ta perform well against most
of our Ambition 2020 targets, including
those for capital, leverage ratio and
dividend.

We actively manage our interest rate risk
exposure and successfully maintained the
net interest margin on our core lending in
2017. To manage this challenge moving
forward, we are proactively developing new
offerings at fair pricing that help empower
our customers and generate fee-based
income, while our transformation
programmes will help us to bring down our
costfincome ratio to our target range of
50-52% by 2020.

By end-2017 our total number of retail
customers stood at 37.4 million, and
primary relationships rose by more than
900,000 during 2017 to 10.8 million. We are
on schedule to meet the target of 14
million primary clients by 2020.

<& Performance highlights table
in ING at a glance’ chapter
<& ‘Our strategy and how
we create value' chapter.

<& Fair pricing section in the
‘Our business' chapter.

12

* The financial topics are covered by KPMG's audit of the consolidated annual accounts. See page 309 for the ‘Independent auditor’s report’.
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0BS Group Holdings Ltd
Annual Report 2017

material matters.

7. Explaining how organisations are dealing with risks and opportunities

Singaporean bank DBS Bank, in its Annual Report 2017 (pages 26 to 27), also

presents risks alongside opportunities: these are aligned to each of the material
matters. The presentation, over a two-page spread, is admirably clear and there are
cross-references to further discussion about what DBS is doing about each of the

26 DBS Annual Report 2017

Balanced scorecard indicator
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Material matters

Wacroecanamic
and demographic
trends.

Talent
managerent
and reter

Digital dissuptian
and changing
consumer
behavicur

Evolving
regulatory

Cyber security

Financial crime

(<]
Fair dealing

0o

Responsitle
fin:

Climate change

[<]

Financial inclusion

What are the risks?

China's structural changes and multi-year reform agenda, geopolitical events
such as rising tensions in North Korea or a step-up in trade barriors between the
Urited States and China, and sociopalitical risks caused by tensions surfacing from
the disenfranchised and underprivileged in socety, could trigger corrections that
adversely impact economic grawth

Failure ta attract and retain talent imped; 50 planning and expa
into news areas. Employees risk obsolescence if they are not wrell-e
changing skillsets required in this new digtal age

Technology and mobility are increasingly shaping consumer behaviour. Traditional
banks risk [osing relevance to platform companies and firtechs

tory and reparting landscape  including Basel reforms,
ing standards, taxation rules around technology/ digital
aws (e.g. Markets in Financial
~may affect

Instrum

The prevalent threat of cyber attacks on financial institutions remains one of our
top concerns

Financial crime risks, including money laundening, senctions and corruption; gve
rise to compliance and reputational risks.

Banks are expected to deal honestly, transparently and fairly with customsrs,
concepts which are articulated mare explicitly in far dealing standards. Failure to.
hbiserve such standards gives rise to compliance and reputational risks, and erodes
the trust of stakeholders.

The public demands that banks lend only for appropriste corporate activi
Failure 10 do 50 gives rise 10 reputational and credit risks

e poses serious threats to the global economy an
and operational risks.

While Asia's rapid economic growth and development have led 1o an
ng standards across the region, certain marginalised segments
remain underserved in financial services,

Developi
operat

riche products for such segments may come at relatively high
515 for banks 7

nd cred Ider value,

Where do we see the opportunities

Asia megatrends — trom growing affluence, increasing urbanisation,
surging huge - provide
massive apportunities for banks to provide financing and financial
services, particularly n our growth markets,

We see the opport
innovative and tech-sa

storm our workf
000-person sta

ino an

il P

Thes will enable us to
in

nimble and ag
ur operating environment.

in responding 1o changes

A successtul digital transtarmatian will allow us to respond and
innovate quickly to deliver simple, fast and contexiual banking to
Oul CUSIOmers.

This will helpy us protect our position in core markets as well a5
‘extend our rach into emerging markets.

With capital well above requiatory requirements, we are in a strong
position 1o serve existing and new customers. We also have
greater flexibility for capital and lig:

appropriate respon:
developments

makers on regulatory
Awiell-defined cyber security strategy that is well-executed gives
confidence to customers and can differentiate us

A reputation for being diean and trustwerthy can heip us attract and
fetain customers and investons.

Customers are more kel to do business with us if they believe that
‘we are fair and transparent.

ty to make a positive impact on society
through our lending practices. Investors
0 to invest in companies engaged in

jown and develop a mare in
our digital agenda.

cos!

Material mattess 27

What

@ wa doing about It?
Our multiple business lines, nimble sxecution and strong batance

sheet will enable us to mitigate the risks and capture oppertunities
across the region

Refer to "CEO statement” on page T8

Refer to "Emplayer of Choice™ an page 105,

Refer to “Deeper. Broader Smarter * an pages 12 to 17

Refer 1o "CFQ Statement™ on page 30, “CRO statement” on page 68 and
“Capital management and planning” an page 92

Sec alsa “Regulators and paficy makers™ on page 29

Refer fo “CRO statement” an page 70 and *Cyher security and data
protection” on page 59

Refer ta "CRO statement” an page 70 and “Preventing financial crime™ on

Refer to “Fair dealing™ an page 99.

Refer to "Responsible finanding” and “Sustainable finance” on page 100,

Climate change is a wide topic addre:
business, including *Responsible fina
tal footprint” and

ervirons

Read more about this on pages 97 to 103.

Refer to “Sustainabl
100 10 101,

nce” and “Finan

{inclusion” on pages
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The Sri Lankan motor company DIMO'’s Annual Report 2017/18 (page 134 and 136)

DIMO'’s Annual Report displays the risks that affect the group’s ability to create value against two axes, likelihood

2017/18 displays the and impact, and clearly determines the group’s risk appetite on this basis. This allowed
risks that affect the DIMO to identify six specific risks to focus on. For each of the six risks that exceed the
group’s ability to create group’s risk appetite, DIMO sets out the mitigation strategies in a clear and concise

value against two axes, way, while also identifying the capitals affected.

likelihood and impact,
and clearly determines
the group’s risk appetite
on this basis. This allows
DIMO to identify six
specific risks to focus on.

Risk Assessment Matrix and Risks that exceed Group's Risk Appetite

BEING e
THE CHANGE 1

. Volatility of imy lations and
gavemr?lent tar‘i’ﬁ(f';o!m"uné:yon automobile.

Major

~

. Disruptions to the relationship with
Business Pariners

. A weakness in employee health and
safety precautions resullfngf significant
damage to employee’s health and safety.

w

=

Loss of confidential and ional
data due to security es / system
breakdowns in the IT systems.

“©

. Loss of reputation arising from
unacceptable corporate iour.

Possible d to people and
property from disasters such as fire.

Minor

o

& Rare Maderate Likely Almost Certain
Likelihood —p

Diesel & Molor Engineering PLC
Annual Bepart 2017718

1. Volatility of import regulations and government tariff policy on automobile.

60.7% of the Group’s revenue is generated by the vehicles sales segment. The automobile market is vulnerable to changes in Government
tariff policy, which affect the price and thereby market demand. The number of vehicles imported and sold are subjected to the constantly
changing import regulations imposed by the government.

Mitigation at Corporate Level

Reduce the dependency on the Vehicle Segment, by gradually strengthening other business segments, which are Marketing & Distribution,
Construction and Material Handling Equipment, agriculture and Electro Mechanical, Bio Medical Engineering and Marine Solutions. During
the year under review, the Group invested Rs. 442 million on related diversification.

Vehicle Sales Segment Revenue as a percentage of
total Group Revenue
%

80
74

o /\

Areas Affected

Vehicle Sales

Vehicle After Sales 56

Construction and Material 50

Handing 2013/14 201415 2015/16  2016/17 201718
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Munich Airport’s
Integrated Report 2017
presents the risks that

7. Explaining how organisations are dealing with risks and opportunities

Munich Airport’s Integrated Report 2017 (pages 105 to 108) presents the risks that
exceed the group’s risk tolerance limit in a very specific and transparent way, explaining
the countermeasures that the group is taking in relation to each. The report also
identifies any risks highlighted in previous years which, thanks to the actions taken,
have now fallen below the risk tolerance limit.

exceed the group’s risk
tolerance limit in a very
specific and transparent
way, explaining the
countermeasures that
the group is taking in
relation to each.

Risks

Risks that could have a material influence on the business
activity or on the net assets, financial position and results as
well as the reputation of Munich Airport are explained below. The
risks are presented in each case before [overview of gross risks]
and after taking appropriate countermeasures into account
[overview of net risks).

The risk assessment relates to the economic impact in the

assessment period quoted. As of December 31, 2017, the follow-
ing material gross risks were identified for Munich Airport: Fig 25

Munich Airport: Integrated Report 2017

Overview of gross risks

105

Fig. 26

« Attack on air traffic | « Third teke-off and landing
« Major firs runway
c
2
=
2
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&
«Tarror at the airpart « Expansion of EU security. = Reorganization of ground
= Aviation accidents. requirements handling
EJ : Natural disasters » Failure to pass an EU safety | « Loss of/adverse impact on
=3l + Fulfillment of security tasks inspection hub
PN - Products used for de-icing
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T
E
2
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2
=
g « Market slump due to
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-~ = = Water damage » Economic cycle
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&
=
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£
s
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Likelihood of occurrence/frequancy

Group managemant report
Dutlaok, risks and opportunities report
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Market risks
Risk

Description and analysis

107

Countermeasure(s]

Economic cycle

As & consequence of a weak economy, the growth parameters assumed in the planning process
cannot be achieved, which has an adverse impact on profits.

During more significant economic crises, a collapse in loan finance markets may occur.

The exit of the United Kingdom from the European Union [EL) could have a negative economic
impact and needs to be observed carefully.

Reducing expenses through cost menitering, if necessary reducing staff numbers in a socially
responsible manner plus a short-term cut in the investment budget in non-critical divisions aim
to mitigate the consequences of economic slowdowns.

There are revnlving credit lines to ensure the company is salvent

Dperating risks
Risk

Description and analysis

Countermeasure(s]

EASA certification

If the Eurapean Aviation Safety Agency (EASA) Certificate is not renewed, then Munich Airport
could lose its operating license.

The certification procedure was completed successfully on December 8, 2017 with the formal
award of the EASA Certificate. This means that the operating permit of the passenger airport in
Munich was secured again as from January 2018, This risk will therefore be amitted from the
risk reporting as from January 1, 2018

IT failure

Damage to the IT system can result from fire, water ingress, or sabotage. Failure of IT for traffic
operations with the corresponding interruptions of operations would be the consequence.

There is an increasing, abstract risk potential in the area of cybercrime, which needs to be
observed and assessed continuously.

Critical corporate IT systems are fully redundant with systems located in physically separate
locations. Property damage and interruptions of operations are insured.

To defend against a cyber attack at Munich Airport, a central infarmation security management
system was set up in 2004 that specifies and monitors the strategic, technical, and organi-
zational measures for combating cyber attacks. The risk is also minimized with an insurance
policy. Following assessment of the countermeasures, the net risk is deemed to lie below the risk
tolerance limit.

Water damage

Water damage caused by a break in the main drinking water or fire extinguishing water pipelines
could Izad to the failure of infrastructure systems important for air traffic.

Remaotely controlled emergency shut-off equipment and additional protective devices in the
pipeline connections limit the possible damage. Property damage and interruptions of operations
are insured. Following assessment of the countermeasures, the net risk is deemed ta lie below
the risk tolerance limit

Expansion of EU security
requirements

The European regulations on aviation security require the rules governing checks on persons and
Iuggage at airports to be extended in phases. The resultant conversion measures cause costs
on the design, the cor ion work causes the loss of leasabls space.

Munich Airport is introducing optimization measures to minimize the loss of space.

Failure to pass an EU safety
inspection

The ELl's aviation ities are ing safety i at airports. If an inspection
results in a high number of complaints, Munich Airport will lose its security status, The
conseguences would be a heightening of the safety regulations, considerable obstruction with
operational processes, competitive disadvantages and a loss of image.

Munich Airport canducts thorough and strict quality contrals ta manage the quality of all safety
aspects at the airport

After passing an inspection at the end of 2016 and following requirement-oriented process
optimization and employee qualification, the likelihood of cccurrence for the net risk is deemed
o be extremely low.

ies and waste disposal
ies

The inadequate availability of substances necessary for operating activities, such as electricity,
heat, cooling energy, drinking and extinguishing water, waste water, and waste, may result in
property damage and interruptians of operations.

The service and maintenance programs, network redundancies, and storage reduce the risk of
gaps in supply. Property demage and interruptions of aperations are insured. Following assess-
ment of the countermeasures, the net risk is deemed to lie below the risk tolerance limit.

Reorganization of ground handling The success of the rearganization of the farmer Ground Handling business unit cauld be put at
risk by tha fnl\nwing uncertain evants and circumstances: sustained declines in traffic at EK\!ling

customers, handling losses due to the cession of partlal fleets to airlines that do not belong
to the customer portfolic, aggressive price policy of competitors, and an increasing decline in
prices at Munich Airport.

A new contract was concluded at the end of 2016 in the negatiations concerning the extension
of 2 long-term contract with an important customer of AeroGround. As a result, it was possible
to extend associated collective restructuring agreements.

Continuous monitoring and reporting on the reorganization progress and/or path. In the event of
@ loss of ground handling, the capacities and related costs are reduced.

Personnel procurement/
recruitment

Personne! procurement is proving to be increasingly difficult in the various career groups. The
causes for this include the strained labor market in the region, the high costs for accommoda-
tion, the increasing age of the workforce, as well as the high level of fluctuation in the area of
ground handling services.

A working group was set up to countersct these issues. Its objective is to develop a Group-wids,
coordinated procedure and target group-specific HR marketing and procurement concepts.
Further suitable measures are the intensification of training activities, the promotion of market-
ing at universities, and appearances at trade fairs and job exchanges.

Projects were also initiated to create affordable housing for Group employees.
Following assessment of the countermeasures, the nat risk is deemed to lie below the risk

goods checks and in alarm tracking due to personnel shortages
[CAP staff shortages). Thanks to a successful increase in per-
sonnel and the deployment of a renowned security company as
a subcontractor, this risk fell below the risk tolerance limit as at
December 31, 2017.

As is often the case in ordinary business activities, FMC is
facing various legal disputes. They could lead in particular to
the payment of compensation for damages or, in the case of
construction projects, to changes in the service remuneration
Moreover. further legal disputes may be initiated, or existing
ones may be expanded. Apart from the issues that have already
been provided for in the balance sheet, FMG does not anticipate
any material negative impacts on the net assets, the financial
position, and the earnings situation from the other cases that
are currently known.

For the gross financial risks listed below, the expected financial
liahility fell short of the reporting limit as of December 31, 2017,
Therefore they were not included in the risk reporting.

Group management report
Dutlook, risks and opportunities report

tolerance limit
Munich Airport: Integrated Repart 2017 Group management raport
Outlook, risks and oppartunities rzport
108
In addition to the risks shown in the risk matrix, there was a  Legal risks
risk of quality losses in the previous year in the personnel and  gjgk Description and analysis Countermeasure(s)

Third take-off and
landing runway

In the event of the third runway project being finally shelved
or postponed for a significant period of time, all existing
planning and land acquis costs must be checked ir
respact of their recoverability and depraciated if necessary.
There could be & significant loss of corparate valus unless
capacily is expanded through the construction of the third
take-off and landing runway.

The development praject will require further examination
and the furthar procedure will nead to be decided.

The legal ruling in favor of Munich Airpart dated February 13,
2014 was an important milestone in limiting the legal risks
for project implementation.

Munich Airport is also making a casa to paliticians for the

luundeu work to persuade people of the merits of
the third take-off and landing runway is continuing

Products usad for
de-icing

There is a suspicion that the formatas in the products
currently used for de-icing paved areas and runways
accelerate the oxidation of aircraft brakes. There are dis-
cussions sbout banning these farmate da-icing products
at the SAF (Saciety of Automabile Fngineers) international
ittee. As an thers are

The German passenger airports are working together with
the ADV [German Airports Association] and the BOL [German
Aviation Association] to fight against the ban on formate
de-icers. The aim is to continue applying pressure on the
SAE thraugh the AGI (Airports Gauncil Inernational) Europe
with the Bavarian water management author-

currently anly glycal-based de-icers on the market, and
they are not approved for use at Munich Alrport by the
Ministry of the Environment. If they are benned, Munich
Airport would have Lo invest substantial sums in waste
water systems to comply with the requirements of water
management legislation.

|ty. AC! Europs, and the responsible SAE working group, it
was demonstrated that the smallest possible amount of
de-icers is used to minimize the impact an the environment.
It is planned to involve manufacturers of the de-icers in
resalving the problem in future,

Financial risks
Risk

Description and analysis

Countermeasure(s)

Currency risks

Currency risks arise insofar as planned sales in foreign
currencies are not balanced by any correspanding expensas
or outgoings In the same currency.

Munich Airport hedges currency risks using currency
forwards.

Credit and credit
rating risks

Credit and credit rating risks primarily arise from short-term
deposits as well as trade receivables.

In general, deposits are only made with German banks with
deposit pratsction.

The management of credit rating risks includes the constant
munn.unng of debtors’ creditworthiness, overdue invoices,
and a stringent debt collections management. Dependent
on the credit rating, certain services are only performed
against prepayment or provision of callateral in the form of
guarantzes.

Interest rate risks

Interest rate risks essentially arise from floating-rate
fnancial liabilities.

Munich Airport counters interest-rate risks using interest
payer swaps.
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Good practice ideas

B Reach out to operational teams to get them thinking about
non-financial risks and opportunities, and how they may affect
financial performance.

Consider how the colleagues responsible for assessing
financial risk and those responsible for assessing non-financial
risk can work together in a more integrated way.

Use guidance on enterprise risk management, such as COSO/
WBCSD's Guidance (COSO and WBCSD 2018), or, for climate-
related risks, guidance from the TCFD (2017), to assess
non-financial risk more reliably.

Review reporting by other companies in your sector to identify
best practice in disclosures.

Consider viewing risks and opportunities as two sides of the
same coin, making managing them and reporting on them
parts of the same process.

Share any positive feedback received on ‘bolder’ disclosures
made in previous reports to encourage future transparency.

Explain how risk assessments have changed year on year,
and why.
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OBSERVATIONS FROM THE
REPORT REVIEWS

The <IR> Framework states that
'integrated reports should answer the
question: What is the organization's
business model?’ The Framework goes
on to specify that:

l__|‘An organization’s business model

is its system of transforming inputs,
through its business activities, into outputs
and outcomes that aims to fulfil the
organization’s strategic purposes and create
value over the short, medium and long term.”

The quality of business model reporting
slipped from 13th to 19th place this
year in the quality rankings as scored
by reviewers.

One explanation may be the large
representation of banks among
companies in this year's sample —
constituting over a quarter (27%) of the
reports reviewed, although the ratings
show that banks were not alone in finding
business model reporting challenging.

In 2018, the UK Financial Reporting
Council's Financial Reporting Lab
published an implementation study,

7 International <IR> Framework, paragraphs 4.10-4.11

8. Reporting on the
__ business model

Wi
f//i/-!’.‘/.f f}

Business Model Reporting; Risk and
Viability Reporting: Where Are We Now?
following up on an earlier 2016 report on
the same topic (FRC 2018). This found
that, now as in 2016, investors believe
that more company-specific detail is
needed in business model disclosures, to
allow them to understand companies’
performance and position. They also
commented that business models often
lacked connections to information in the
rest of the annual report. Both

observations are borne out in our reviews.

WHAT CHALLENGES DO
COMPANIES IDENTIFY?

Gaps in knowledge and understanding
Presenting the business model in a way
that aligns with the <IR> Framework —
with its capitals, inputs, business
activities, outputs and outcomes — can be
challenging when executives in the
business have a different views of what a
business model is. Standard Bank’s
Gouveia has encountered this kind of
'knowledge barrier’ within the business
among business managers and others.
‘They don't necessarily refer to the
integrated thinking business model but
rather refer to their own form of

{ fl(I(m |

operating model’, she says. Gouveia
addresses this challenge by continuously
introducing integrated reporting
concepts into meetings — referring to
capitals or resources. In this way she can
gradually break down any knowledge or
conceptual barriers and improve
understanding of what an integrated
reporting business model involves. She
also looks for opportunities to refresh or
improve the business model presentation
each year, using internal and external
feedback and awareness of any
developments or innovations made by
other integrated reporters.

At Royal Schiphol Group, de Bie says:

‘As an airport it was in our DNA to work
with natural capital, manufactured capital,
intellectual capital and so on. Intellectual
capital is our baggage systems, our smart
check-in, face recognition. Manufactured
capital is our terminal, our piers. Natural
capital is what we use, what we deplete
and our emissions. In all of what we do in
our business, all the capitals are there —
but they are only named “capitals” in our
value creation model in our annual report.
They are not mentioned as “capitals” in
our strategy, but they are all there'.
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‘(With the <IR>
Framework], you get more
freedom to bring out the
unique features of your
business and the unique
ways of adding value.’
Radoslav Georgiev, ING

8

Interpreting complex businesses
"Working on the business model or value
creation model is a challenge because
there is so much we do as a business’,
says ING's Muusse. ‘So we try to choose
KPls and ways to communicate about the
capitals in the most meaningful way, but
there are a lot of different ways you could
express this'.

Although it already has a well-formed
business model in its 2017 integrated
report, ING Group seeks further
improvement, for example, by adding
outcomes or impacts. In developing the
model to date, the bank has focused on
identifying the capitals from which it
consumes resources (value in), and the
capitals to which it contributes as outputs
(value out) — of which there are more. The
bank then identifies relevant KPIs —
aiming to have KPIs for each item of value
in and value out. ING wants to make the
value-creation model even more specific
in next year's annual report, explaining
how it makes money from fees,
commissions and interest.

The principles-based nature of the <IR>
Framework provides flexibility to
integrated reporters. ‘From an opportunity
perspective, you get more freedom to be
creative and bring out the unique features
of your business and the unique ways of
adding value’, says Georgiev.

See the Integrated Reporting website at http://examples.integratedreporting.org/home

Evolution - but continuity matters too
‘The [<IR>] Framework has helped us to
present the business model in a more
concise and simpler way’, Rieth says.
EnBW's recent integrated reports are
more ambitious in this respect than those
from 2010 or 2011, ‘be it in a more
graphical way, [or] in the way we describe
it". The company has always looked at
best practice examples from the IIRC’s
<IR> Examples Database? for inspiration.

"We want to present the story of our
company, our business model as
concisely and convincingly as possible’,
Rieth says. ‘We will always be on this
learning curve and willing to adopt good
ideas from others’. Even so, changes will
probably become less frequent.
‘Sometimes, sitting together two or three
months after publishing our report, we
ask ourselves, “what do we want to
further develop and what will we change
in the next reporting season?” But the
longer we are in the process, we say we
have got to change less and less year by
year — because continuity is also a value
in itself to our stakeholders’, Rieth says.

He does see value in creating a clear
representation of the business model.
‘Starting with our internal stakeholders,
the better the model is presented the
more it is used in internal and external
presentations’, he says.
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ING’s value creation model
sets out - in a concrete and
specific way - the value on
which the business relies
and the value it creates.

PRACTICAL APPROACHES

8. Reporting on the business model

ING's value creation model (page 22 of its Annual Report 2017) sets out — in a concrete
and specific way — the value on which the business relies and the value it creates.

Curstrateqy and how we create value - continued

Value in
Our people 54,000+ employees worldwide
O Q + EUR 76 million spent on + 1,500 managers trained
training and development on Think Forward
gj - Strong belief in diversity Leadership Experience to
support strategy roll-out
Financial Trusted financial partner
o) - Over 37 million customers - EUR 50.4 billion
entrust us with their shareholders equity and
B payments ond deposits  EUR 148.9 billon debt
securities in issue, bank
deposits and
subordinated loans
Innovation Move fast, fail fast
m - Launch of ING Ventures, « Over 4,600 employees
a EUR 300 million venture trained on PACE, ING's
. capital fund for fintechs new way te innovate
Our planet Sustainable development
+ ING supports the « ING is an RE100 member
UN Sustainable and a Circular Economy
Development Goals 100 (CE100) corporate
« ESR Framework applied to member of the Ellen
WB corporate loans. MacArthur Foundation

Value out
Platform thinking Products & services
- 98% of interactions with * Retail system availability
retail customers via digital for the Netherlands and
channels Belgium of 99.7% @
Agile, engaged and empowered Our people
« ING received top + Jobs may be impacted by OO
et Cfnq employer recognition in the acceleration of the
P " Oy 7 countries Think Forward strateqy g}
‘0\,. - ING in the healthiest 25% - 39% of womenin
® v of organisations in the positions
proiding p Organisational Health Index
payments
s tronsaction Strong financial position Financial
. - Leverage ratio of 4.7% - Commeon equity Tier 1 ™ o)
Empowering people - 2020 target is 4% ratio fully looded of
- Costlincome ratio 55.5%  14.7% m
to stay a step - 2020 target is 50-52%
ahead in life and in business
Facilitating Differentiating = o .
A savings customer Beyond traditional banking Innovation
&lending experience
tlb + 139 Active fintech - EUR 800 million in (o0)
partnerships and digital transformation
Mgy, o et [ -
- Joined circular - leas submitted to
er Ang® economy platform Innovation Bootcamp
Madaster

Empowering customers Social & network

- Increase in primary + 254 million customers o ©
relationships to almost feel financially
11 million empowered by ING®

- Customers in 7 out of < EUR 574 billion in I
13 countries rank ING #1 customer loans
in terms of NPS ®
Enabling a low-carbon society Our planet

- EUR 14.6 billion in - ING launches sustainable
Climate finance improvement loan,
- EUR 5.5 billion in finance rewarding corporate
to Industry ESG leaders clients for their
sustainability
achievernents
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The outputs are distilled
in a concise, positive way,
and each is mapped to
key risk types. The value
drivers formula eloquently
sums up the shared value
outcomes.

Standard Bank’s Annual Integrated Report 2017 sets out (page 14 and 15) very specific

and tangible inputs to its shared value model. The outputs are distilled in a concise,
positive way, and each is mapped to key risk types. The value drivers formula

eloquently sums up the shared value outcomes.

OUR BUSINESS / OUR PERFORMANCE / OURACCOUNTABILITY / ADDITIONAL INFORMATION

OUR SHARED VALUE MODEL

Our shared value model connects commercial and social realities in a dynamic
environment of competing stakeholder expectations, competitive forces and

regulatory pressures.

INPUTS

Quality relationships with all our stakeholders

of capital, regulators and other stakehelders underpins
our legitimacy, reputation and competitiveness.

We protect, advance and reconcile the individual and
collective interests of our stakeholders to remain
commercially viable and socially relevant

The quality of our relationships with our clients, providers :

Profitable client relationships.
Cood standing with investors.

Constructive relationships and dialogue with regulators and government.
Collaborative relationships with suppliers and associates.

Social and envronmental risk management in financing activities.

Our diverse, multi-generational pan-African
workforce

Our people are our strongest competitive advantage,
Their expertise, resilience and motivation is required
to serve our clients and fulfil the expectations of our
other stakeholders, according to our values and within
the parameters of compliance and risk appetite.

PR

.

48 322 employees, 68% based in South Africa.

R925 million invested in training (2016: R&0 millien).

11 employee enpagement surveys.

Good relationships with employee representatives.

Reward structures linked tc our values, strategy and financial performance.
High-performance ethical culture.

Robust risk and compliance structures.

Our intellectual property

The systems and processes that underpin our

business and align our people, culture, technology and
organisational architecture to our strategic direction
An important aspect of our intellectual capital is the
strategic investments we make in associate companies,
enabling us to stay abreast of disruptive change and
remain competitive,

PRy

.

A 156-year heritage and strong brand.

On-the-ground presence in Africa and strategic partnership with ICBC.
Experienced and skilled board and strong executive and leadership teams.
Client-focused, digitally enabled ways of working.

A global network of associates, including fintechs, venture capital firms
and partner banks, giving us access to innovative solutions.

A culture of digitisation and innovation.

Our infrastructure

Our channel and IT infrastructure, particularly our
modernised IT platforms and digital channels and the
national infrastructure of the countries we operate in.
which we use to conduct our business.

Core banking IT platforms.
Fit-for-purpose branch network and digital touch points.
Backup systems to mitigate the risk of business disruption and
utility outages.

Funding from our providers of capital
The funding from the providers of capital used to run
our business and invest in our strategy.

Affordable access to capital, and resilient and diverse capital structure
which includes an optimised mix of equity and debt.
Strong market capitalisation and share price growth.

Natural resources

Our indirect impact on natural resources through

our financing activities and. more directly. the utilities
‘we require to operate.

e

Working with clients to promote the preservation of natural capital in
their projects.

Investing in renewable energy projects.

243 820 gigajoules energy consumed (2016: 257 226 gigajoules).
666 806 kilolitres water consumed (2016: 718 960 kilolitres).
Initiatives that minimise our direct environmental feotprint and
secure supply.

' GOVERNANCE

Qur governance and risk frameworks are integrated across
our operations, enabling enhanced accountability, effective
risk management, clear performance management, greater

transparency and effective leadership.

14

Qur ethical and effective leadership unites our purpose and

performance by embedding an ethical and risk-aware culture
that recognises that the trust of cur stakeholders is the basis
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8. Reporting on the business model

KEY RISK TYPES:

@ Credit risk
@ Interest rate risk
@ Insurance risk

@® Business and
reputational risk

@ Liquidity risk
Market risk

@ Operational risk,
including
compliance,
environmental
and/or social risk

@ Country risk

OUTPUTS

What we enable our clients to do
Borrow 00000

to achieve their personal and business goals,
supporting employment and inclusive
economic growth in Africa.

Transact o0

through convenient access to and movement
of funds.

Invest o0

to create wealth by generating long-term
returns and mitigate the erosion of their

capital due to inflation.

Access 0000 0

financial markets and invest in Africa, based
on the advice we provide.

Insure 00000 o

to protect their wealth and well-being.

What we invest in to support what
we do for our clients

Our universal financial services

offering and capabilities delivered through

PBB, CIB, Wealth, Liberty and our relationship
with ICBC.

Qur people, to equip them to
deliver exceptional client experiences
in a changing world of work.

Our operations, including our IT

platforms, to enhance our capabilities, improve
efficiency and remain compliant with all
applicable laws and regulations.

Strategic investments @0000®

that support our access to innovation, and
drive socioeconomic development in Africa.

We strive to employ our resources and relationships
responsibly in what we do and how we do it, to create
the best outcomes for our clients, our people, our
shareholders and our other stakeholders.

SHARED
VALUE
OUTCOMES

RCM Risk and
capital
management

report.

Managing
AIRE our risks.

VALUE DRIVERS

Client focus
Exceptional
client
experience —
placing the
client at the
centre of
everything

we do.

+

QD

Employee
engagement
Making
Standard Bank
a great place

to work.

==

Doing the right
business
the right way.

Financial
outcomes
Delivering
superior value
to our
shareholders.

SEE impact

areas
Creating and
maintaining
shared value.

Measuring
AIR our strategic
progress.

Standard Bank Group 1
Annual integrated report 2017 5

47



Insights into integrated reporting 3.0: The drive for authenticity |

8. Reporting on the business model

Integrated Annual Report 2017

Excluding the notes and
the duclarationof corporats manszemant

Ontrack

2020 strategy

—EnBW

In its Integrated Annual Report 2017, EnBW's business model is supplemented by a
detailed value-added table (pages 16 and 17), where the company reports the resource
inputs and activities, and then the value created both for EnBW and for stakeholders.

16  Management report > Business model

Integrated Annual Report 2017 of EnBW

Value added for EnBW and its stakeholders

Finance

A constantly solid finan- >
cial structure (equity,

debt, positive cash flow >
levels] for financing our

business activities ’

Repayment of hybrid bond in the
amount of €1 billion

Sale of shares in EnBW Hohe See and
EnBW Albatros

Reimbursement of nuclear fuel rod tax

> L Securing profitability

> [ High level of financial
discipline

» [ Increasing Group value

v

lue added

Resources of EnBW @) Significant activities in 2017 ©

for EnBW

for stakeholders

Paying interest on time to our
creditors

Wages, salaries and pensions
for active and former employees
Paying tax to the state
Dividends for our shareholders

O Financial position
> page 60 ff.

Targets for the key performance indicators

> page 28f.

Relationships [customers/society)

> page 18

Value added statement

Our customers are the >
central focus of our
philosophy and actions.

We actively promote
dialogue with our
stakeholders and thus 4
build trust and social
acceptance

v

Entering the digital praduct world
(digital meters: EnBW is a certified
supplier for smart meter gateway oper-
ation) and expansion of e-mobility
[expansion of charging infrastructure]
“We're making it happen” image
campaign

"Making it happen” bus with EnBW
employees providing support where it
is needed

> [ Increasing share of result
from “Customer proximity™/
Sales

> [ Increasing customer satis-

faction: "Customer proximity”
> [ Improving reputation
> Efficient, sustainable and
responsible procurement

>

~

v

Increasing customer satis-
faction: “Customer proximity”
SAIDI: Maintaining supply
reliability

Engaging in social issues with
activities for our end custom-
ers, business partners and
local authority target groups
Numerous awards for our
sustainability reporting

O Customers and society goal dimension

> page 69 1f.

Employees

> page 28f.

Targets for the key performance indicators

> page 36ff.

In dialogue with our stakeholders.

v

The expertise, experi-
ence and diversity of our
employees contribute to
the success of the com-
pany, supported by an
effective and efficient
HR policy

w

w

Employees goal dimension
> page 72ff.

Promoting diversity and inclusion
through various measures and events
Representative random sample surveys
for Employee Commitment Index (ECI)
Projects and campaigns on occupa-
tional safety and health protection

Targets for the key performance indicators

> page 28f.

> [ Increasing employee com-
mitment (ECI]

> [ Improving occupational
safety (LTIF)

> Always having the right

employees with the right skills

in the right place

Setting targets for praportion

of women in the first and sec-

ond management levels

> Women's network

v

> page 36ff.

v

v

Measuring employee iden-
tification with the company
based on the Employee Com-
mitment Index

Engagement in the area of
diversity ("Diversity Charter”]
Offering trainee and degree
places

Launch of the second round

of the career integration
programme for refugees

In dialogue with our stakeholders
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Good practice ideas

Link the business model disclosures to related
information in other parts of the annual report: for
example, the organisational overview, strategy, KPls and
outlook.

Make the disclosures as specific to the organisation as
possible: do not neglect to explain what the organisation
does.

Use diagrams if these help to present your business
model, but not at the expense of clear and concise text.

Adapt the terminology and concepts to suit your
particular business, while still staying true to the <IR>
Framework’s principles.

Present the business model to internal stakeholders, to
drive a consistent understanding throughout the
organisation, but also seek their views.

Once a satisfactory business model template has been
achieved, review it every year to consider whether
incremental changes are needed.

/s
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9. Conclusion

j""’

As adopters of integrated reporting gain experience year on year, the reports they produce are
evolving. Continued experimentation will help to drive further improvements.

Some of the participants in this year's
research have many years' experience of
integrated reporting. Standard Bank, for
example, produced its first integrated
report for its 2011 year end and BASF
embraced the concept of integrated
reporting in 2007, even before the <IR>
Framework was finalised. It is
encouraging to see the many examples
of best practice from a variety of
integrated reports, including from more
recent adopters.

As this year's reviews and interviews have
shown, however, applying the <IR>
Framework and producing high-quality
integrated reports continue to challenge
the reporting teams involved. While some
aspects of reports have improved, others
have slipped. Keeping all aspects of
integrated reporting on an upward curve
is not easy.

In a poll of <IR> Business Network
members in October 2018, participants
were asked to rank what they saw as the
greatest challenges to progress in
integrated reporting. The results were,
in order of importance:

1. Organisational / functional silos

2. Lack of resources or inadequate
internal performance management
systems

3. Limited experience in non-financial
data capture / reporting

4. Current regulatory requirements

5. Lack of management / executive
support

6. Internal resistance to change.

This suggests that achieving integrated
reporting is a long journey that can take
many years. Getting there requires
making cultural, organisational and
informational changes, but as we have
seen, the benefits are also proportional to
the efforts invested.

In the same October 2018 poll, 55% of
<IR> Business Network members thought
that mandatory reporting requirements
were accelerating their organisations’
progress in integrated reporting; 27%
thought that mandatory reporting
requirements were constraining their

progress. It is clear that mandating new
reporting requirements is playing a
positive role in focusing the minds of
management on tackling pressing
environmental and social issues, and in
some cases, driving innovations in
reporting. Nonetheless, the time and
resources that organisations are able to
commit to reporting are limited, and
there is a risk that rapid or significant
changes to reporting requirements could
divert attention away from telling an
authentic, consistent and coherent story
about how the organisation is creating
value for itself and for other stakeholders.

ACCA hopes the insights and examples
contained in this report will encourage
further experimentation by current
integrated reporters, inspire others to
begin their integrated reporting journey,
and stimulate further improvements in
reporting quality in future. It particular, we
hope it will help organisations to develop
an authentic voice in their corporate
reporting, which in turn should help them
develop stronger stakeholder
relationships based on trust.
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10. Ten top tips for
__ authentic reporting

Authenticity is essential if your integrated report is
to be credible - and if you want to benefit fully from
your integrated reporting journey. Here are 10 top
tips for achieving an authentic integrated report.

The report
1. Don't just say what the organisation cares about: show why you
care about it.

Explain the trade-offs involved in the decisions made.
Pinpoint what makes the organisation unique.

Set clear long-term goals and report progress against them in a
consistent way from year on year.

The internal process
5. Ensure that the information reported externally is consistent with
information reported internally.

6. Be transparent about wins and losses: use the report as a platform
for improvements.

7. Use the reporting process as an opportunity to review how the
organisation can better capture, measure and manage different risks.

The people
8. Involve staff from different parts of the business in the reporting
and internal control processes.

9. Counter the human tendency to focus on positives over negatives,
by creating a culture where people feel comfortable to talk about
and learn from failure.

10. Use external advisors and/or auditors as a sounding board for
detecting any organisational bias.
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ACCA would like to thank the individuals who gave their time to be interviewed for this report.

Lauren Muusse
Senior Advisor and Human Rights Lead, ING Group

‘Integrated reporting underpins integrated thinking,
which in turn drives meaningful target setting resulting
in better stakeholder inclusiveness and a holistic value
creation strategy’.

Lauren is a senior advisor and human rights lead at ING
Group. Lauren leads ING's work in integrated thinking and
strategy and non-financial disclosures, with a focus on
human rights and business ethics. Lauren manages ING’s
alignment and reporting on the UN Guiding Principles on
Business and Human Rights. Prior to joining ING she
studied and worked on the topics of indigenous relations,
minority rights and policy analysis. She holds an MA degree
in Political Science and Indigenous Studies from the
University of Alberta.

Radoslav Georgiev
Sustainability Manager and Disclosure Lead,
ING Group

‘Integrated reports should centre on a few key
contextualised metrics relevant to the providers of capitals
and the beneficiaries of the organisation’s value creation’.

In his role as sustainability manager and disclosure lead,
Radoslav is responsible for many of ING's disclosures and
overall approach to the Sustainable Development Goals.
Prior to joining ING, Radoslav worked at Sustainalytics
where he supported corporates in ESG benchmarking and
materiality assessment, as well as investors in ESG
integration and impact strategies. Radoslav holds an MBA
degree from the University of Amsterdam Business School
and a BA in Business from the University of Portsmouth.

Lothar Rieth
Group Expert, Sustainability, EnBW

‘With our integrated report, we have laid the
foundations for our compliance with the EU
Non-Financial Reporting Directive’.

Dr. Lothar Rieth holds the position of Group Expert,
Sustainability, in the strategy division of EnBW Energie
Baden-Wirttemberg AG, the third biggest utility company
in Germany. He has been co-supervisor of the group-wide
integrated reporting project for three years (2012-2015). He
is currently responsible for sustainability management and
reporting at EnBW and chairs EnBW's CSR Committee. He is
at present member of the IIRC Framework Panel, the
Econsense Steering Committee (Forum for Sustainable
Development of German Business) and assists EnBW's CFO
in various sustainable finance initiative (such as TCFD and
the EU Technical Expert Group on Sustainable Finance
(TEQ)). He studied administrative science and political
science (at the Universities of Constance and of Tuebingen,
Germany and Rutgers University, NJ, USA).

Contact: |.rieth@enbw.com

Michael Gebbert
Project Leader, Transformation Accounting and Tax,
EnBW

‘Integrated Reporting was a milestone for us in the
further development of interdepartmental cooperation
within the whole group’.

In addition to his actual position as leader transformation
accounting and tax, Michael is responsible for the further
development of non-financial reporting within EnBW's
management and business reporting. Together with the
group expert in sustainability, he supports EnBW's CFO
Thomas Kusterer in his role both as a board member of the
TCFD and member of the Technical Expert Group on
Sustainable Finance. In former positions within EnBW,
Michael was head of Group Accounting, Head of
Controlling Generation and Head of Internal Auditing.
Before joining EnBW he worked as an external auditor and
tax consultant.
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Sandra Gouveia (CA)SA

Senior Manager - Integrated Reporting and IFRS
Technical Advisory and Business Solutions,
Standard Bank

‘Integrated reporting allows an organisation to
effectively communicate its strategy and performance
across all capitals’.

Sandra is responsible for telling the Standard Bank story
with passion and conviction in the annual integrated report.
Sandra has nine years of experience in International
Financial Reporting Standards (IFRS) and three years in
integrated reporting.

Sandra completed her articles at EY in 2011 and remained
with the firm in the IFRS technical department, providing
IFRS support to clients and the business. She also became
involved in integrated reporting during this time. In 2016,
Sandra joined Standard Bank in a dual role, which included
IFRS and integrated reporting. In addition to providing IFRS
support to the business, this position has allowed her to
manage the integrated reporting process for the group,
preparing award-winning reports — the 2016 Annual
Integrated Report was placed tenth in the EY Annual
Integrated Reporting awards, and the 2017 Annual
Integrated Report was placed eighth.

Marianne de Bie
Senior Advisor, Corporate Affairs,
Royal Schiphol Group

‘Our Annual Report is an important tool for telling our
integrated story and has helped to raise awareness within
our company of our wide and diverse impact. It helps to
provide a holistic view on our activities in a business that
is very 24-hours operational’

Marianne has a background in the hospitality, travel and
airline industries and has worked outside the Netherlands in
several positions. She entered the employment of Schiphol
in 1989, starting in the Strategy and Physical Planning
departments. Since 1996 she has been working for the
communications department, as senior press officer, head of
internal communications and, since 2009, as the senior
(strategic) adviser. Marianne is in charge of strategic
communications issues, editing corporate publications,
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international relations and activities. She is a member of the
Annual Report Team together with senior representatives of
the corporate treasury and control departments and with
corporate responsibility/strategy advisers.

Royal Schiphol Group is an airport company; Amsterdam
Airport Schiphol is its main airport. With over 71 million
passengers in 2018, Schiphol is the third-largest airport in
Europe measured by passenger numbers. Schiphol embraces
integrated reporting and for its annual reports over 2014,
2015 and 2017, Schiphol has received prestigious awards.

Tanja Castor
Senior Expert, Corporate Sustainability Strategy, BASF

‘“The journey towards integrated reporting helped us and
still helps us, to further deepen the collaboration between
financial and sustainability functions. It leads to a better
understanding of interdepedencies between financial

and extra-financial performance. And it is the reporting
scheme which adequately reflects our corporate strategy’

Tanja Castor has a degree in economic geography,
anthropology and botany. Since 2005, she has represented
BASF in various national and international networks on
corporate sustainability, such as the GRI, the UN Global
Compact, the IIRC or the Schmalenbach Society. In her
various functions e.g. in EHS, Governmental Affairs,
Corporate Stakeholder Relations and nowadays in
Corporate Sustainability Strategy as part of the Corporate
Development department, she is always focused on
integrating material sustainability aspects in BASF's core
steering processes. In 2007 she was involved in the
transition process towards integrated reporting resulting in
the company'’s first integrated report. In 2017 she focused
on the first implementation of the German CSR Directive
Implementation Act. Her current focus areas are the further
development of BASF's report and the EU Sustainable
Finance Action Plan.
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Average ratings from the 2018 <IR> Business Network Report Critique project

For each of the 48 corporate reports reviewed, <IR> Specialist
Panel reviewers rated the quality of reporting against each
aspect of the <IR> Framework. Ratings were on a scale of 1 to 5,
where 1 = does not satisfy the <IR> Framework guidance at all,
and 5 = fully satisfies the guidance.

The reports reviewed relate to accounting periods ended up
to and including 31 March 2018.

The <IR> Specialist Panel includes Paolo Bersani from PwC,
Jonathan Hanks from Incite, Simon Clow and Neil Smith from We
Are Koan, Lelanie Sherman from Greymatter & Finch, Valentina
Yakhnina from Goodvision, Petra Nix, Susanne Erdt and Beat
Schweizer from PETRANIX, Henning Drager and Adrianca Mens
from BDO, expert reviewers and moderators from the ACCA, as
well as senior reporting specialists from the IIRC.

Some organisations in the sample have not yet reported
externally using the <IR> Framework’s principles but may be
somewhat aligned with it on the basis of their current practices
and regulatory requirements.

FRAMEWORK | <IR> FRAMEWORK TEXT
PARAGRAPH

REFERENCE

RESPONSIBILITY FOR AN INTEGRATED REPORT

1.20
with governance that includes:

¢ An integrated report should include a statement from those charged

The right-hand column below provides the average ratings
awarded to the 48 reports for each guiding principle, content
element and fundamental concept of the <IR> Framework.
Alongside the 2018 average ratings, the relative ranks for 2018,
2017 and 2016 are also provided, with 1 indicating the highest-
scoring area.

For each year, the areas where overall reporting quality is
strongest are indicated with green font. The areas where overall
reporting quality is weakest are indicated with red font.

In order to provide insights into specific areas of strengths
and challenges, some guiding principles, content elements
and fundamental concepts were disaggregated in the most
recent reviews. Where this is the case, the related 2016 relative
rank is indicated with an asterix (*).

It should be noted that the ratings given are subjective in
nature and, although the reviews have been subject to
moderation by ACCA and the IIRC, judgements vary from one
reviewer to another.

2018
AVERAGE
RATING

2016 RELATIVE | 2017 RELATIVE | 2018 RELATIVE
RANK RANK RANK
(1 = highest (1 = highest (1 = highest
score, 25 = score, 32 = score, 31 =
lowest score) lowest score) lowest score)

24 31 30 2.6

- an acknowledgement of their responsibility for ensuring the integrity

of the integrated report

- an acknowledgement that they have applied their collective mind

to the preparation and presentation of the integrated report

- their opinion or conclusion about whether the integrated report is

presented in accordance with this Framework

1.20 e or, if it does not include such a statement, it should explain:

25 32 31 1

- what role those charged with governance played in its preparation

and presentation

- what steps are being taken to include such a statement in future

reports

- the time frame for doing so, which should be no later than the

organisation’s third integrated report that references this Framework.

GUIDING PRINCIPLES
Strategic focus and future orientation

33
strategy...

33

e ...and how that relates to its ability to create value in the short,
medium and long term...

33

e ...andto its use of and effects on the [six] capitals.

¢ An integrated report should provide insight into the organisation’s 2 5 8

18* 22 24

18* 25 27 3.02
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FRAMEWORK | <IR> FRAMEWORK TEXT 2016 RELATIVE | 2017 RELATIVE | 2018 RELATIVE 2018
PARAGRAPH RANK RANK RANK AVERAGE

REFERENCE (1 = highest (1 = highest (1 = highest RATING
score, 25 = score, 32 = score, 31 =
lowest score) lowest score) lowest score)

Connectivity of information

3.6 ¢ An integrated report should show a holistic picture of the combination, 16 18 1 3.54
interrelatedness and dependencies between factors that affect the
organisation’s ability to create value over time.

Stakeholder relationships

3.10 ® An integrated report should provide insight into the nature and quality 7 14 6 3.75
of the organisation’s relationships with its key stakeholders, including
how and to what extent the organisation understands, takes into
account and responds to their legitimate needs and interests.

Materiality

3.17

An integrated report should disclose information about matters that 9 25 19 3.33
substantively affect the organisation’s ability to create value over the
short, medium and long term.

Conciseness
3.36 * An integrated report should be concise. 21 21 14 3.44

Reliability and completeness

3.39 ¢ An integrated report should include all material matters, both positive 14/2° 12 19 3.33
and negative, in a balanced way and without material error.

3.44 ¢ Abalanced integrated report has no bias in the selection or - 15 - Not
presentation of information. Information in the report is not slanted, separately
weighted, emphasised, de-emphasised, combined, offset or otherwise assessed
manipulated to change the probability that it will be received either this year

favourably or unfavourably.
Consistency and comparability

3.54 ¢ The information in an integrated report should be presented on a basis 22 5 7 3.75
that is consistent over time...

3.54 e ...and in a way that enables comparison with other organisations, 23 20 10 3.56
to the extent that is material to the organisation’s own ability to create
value over time.

CONTENT ELEMENTS

Organisational overview and external environment

4.4 ¢ An integrated report should answer the question: What does the U 1 1 4.1
organisation do...

4.4 e ...and what are the circumstances under which it operates? {1 2 2 4.06

Governance

4.8 ¢ An integrated report should answer the question: How does the 14 25 16 34

organisation’s governance structure support its ability to create value
in the short, medium and long term?

Business model

4.10

An integrated report should answer the question: What is the 10 13 19 3.33
organisation’s business model?

Risks and opportunities

4.23 ® An integrated report should answer the question: What are the specific 13* 10 13 35
risks ... that affect the organisation’s ability to create value over the
short, medium and long term...?

4.23 e What are the specific ... opportunities that affect the organisation’s 13* 24 29 3
ability to create value over the short, medium and long term...?

4.23 e ... and how is the organisation dealing with them? 12 " 18 3535!

9 The relative rank of 2 related to an additional question - 'Is the report’s language generally neutral and factual?’
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FRAMEWORK | <IR> FRAMEWORK TEXT

Appendix 2

2016 RELATIVE | 2017 RELATIVE

2018 RELATIVE

2018

PARAGRAPH RANK RANK
(1 = highest (1 = highest
score, 25 = score, 32 =

lowest score) lowest score)

RANK
(1 = highest
score, 31 =
lowest score)

AVERAGE
RATING

REFERENCE

Strategy and resource allocation

4.27 ® An integrated report should answer the question: Where does the 5* 7 9 3.58
organisation want to go...?

4.27 e ...and how does it intend to get there? 5* 15 17 3.38

4.29 ¢ What differentiates the organisation to give it competitive advantage 8 19 25 3.15
and enable it to create value?

Performance

4.30 ¢ An integrated report should answer the question: To what extent has 1" 15 22 3.27
the organisation achieved its strategic objectives for the period...?

4.30 e ...and what are its outcomes in terms of effects on the capitals? 20 22 23 3.21

Outlook

4.34 ¢ An integrated report should answer the question: What challenges and 17 28 26 3.06
uncertainties is the organisation likely to encounter in pursuing its
strategy, and what are the potential implications for its business model
and future performance?

Basis of preparation and presentation

4.40 ¢ An integrated report should answer the question: How does the 18* 29 15 3.42
organisation determine what matters to include in the integrated
report...?

4.40 e ...and how are such matters quantified or evaluated? 18* 30 27 3.02

FUNDAMENTAL CONCEPTS

Value creation for the organisation and for others

24-29 ¢ Overall, does the report explain how the organisation creates value 3 2 4 39
for itself...?

24-29 e ...and others? 4 5 3.81

The capitals

2.10-2.19 e Overall, does the report provide information on the capitals (ie 5 8 3 3.92
Financial, Manufactured, Intellectual, Human, Social and Relationship,
Natural) that the organisation uses or affects and that underpin its
ability to create value?

Value creation process

2.20-2.29 ¢ The value creation process [aligns] with the Content Elements - 9 12 3.52
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<IR> Business Network participants interviewed

ORGANISATION HEADQUARTERS INDUSTRY NUMBER OF

INTEGRATED REPORTS
PREPARED?

BASF Germany Chemicals 12 BASF embraced integrated reporting in 2007 as a
result of its internal strategy, then joined The IIRC
pilot programme in 2014.

EnBW Germany Utilities 5 EnBW published combined reports for 2012 and
2013, and issued its first integrated report for the
year ending 31 December 2014.

ING Group Netherlands Banking 3 ING Group issued combined reports for 2014 and
2015, before more fully meeting the requirements for
an integrated report in 2016.

Royal Schiphol Group Netherlands Transport 5 Schiphol’s 31 December 2014 annual report was the
first considered to some extent integrated.

Standard Bank South Africa Banking 8 Standard Bank issued its first integrated report for
the year ending in 2011, in compliance with the
King Code.

YEAR-ENDS REVIEWED
31 December 2017:  BASF, EnBW, ING Group, Royal Schiphol Group, Standard Bank

9  Up to and including reporting periods ended 31 December 2018.
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Links to company accounts from which examples have been taken

BEING
THE CHANGE

BASF
https://report.basf.com/2017/en/servicepages/
downloads/files/BASF_Report_2017.pdf

Crédit Agricole
https://credit-agricole.publispeak.com/2017-
2018-integrated-report/#page=C1

Diesel & Motor Engineering PLC
https://www.dimolanka.com/wp-content/
themes/dimo/pdf/DIMOANnnualReport2017.pdf

EnBW
https://www.enbw.com/enbw_com/
downloadcenter/annual-reports/enbw-
integrated-annual-report-2017.pdf

Eskom
http://www.eskom.co.za/IR2018/Documents/
Eskom2018IntegratedReport.pdf

Impala Platinum
http://implats-reports.co.za/reports/pdf/2018/
implats-air-2018.pdf

ING Group
https://www.ing.com/About-us/Annual-
reporting-suite/Annual-Report/2017-Annual-
Report-Empowering-people.htm

Munich Airport
https://www.munich-airport.com/_b/00000000
00000005421826bb5c0009eb/Integrated-
Report-2017.pdf

Royal Schiphol Group
https://2017.annualreportschiphol.com/

Standard Bank

http://annualreport2017 .standardbank.com/
downloads/Standard_bank_AIR2017_annual_
integrated_report.pdf
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http://www.eskom.co.za/IR2018/Documents/Eskom2018IntegratedReport.pdf
http://www.eskom.co.za/IR2018/Documents/Eskom2018IntegratedReport.pdf
http://annualreport2017.standardbank.com/downloads/Standard_bank_AIR2017_annual_integrated_report.pdf
http://annualreport2017.standardbank.com/downloads/Standard_bank_AIR2017_annual_integrated_report.pdf
http://annualreport2017.standardbank.com/downloads/Standard_bank_AIR2017_annual_integrated_report.pdf
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