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SponNsor message

Halogen Software is excited to be sponsoring this study on a subject that is very relevant
to the future of the HR profession.

We got involved in this waork because we feel Halogen has a significant role to play in this
future in two important ways:

e Improving insight on talent and human capital

e Improving management of HR and business outcomes

Improved insight

This study focuses on the insights about human capital that companies are sharing with
investors; however we know that the same type of information is valuable for leaders in
smaller and mid-sized organizations, whether privately held, publicly traded, government or
not-for-profit. As this study shows, your stakeholders want better information about human
capital. Part of our mission at Halogen is deliver talent management software and solutions
that help give you that information, and answer fundamental questions about your talent.

Improved management

Even mare than better insights. your business leaders. boards and investors want better
outcomes. Halogen's talent management solutions help organizations like yours build an
aligned and engaged workforce; achieve better results and a lasting competitive advantage.
Our solutions not only help you report on news about your talent and human capital, but
they help you ensure that it will be good news.

Thanks for reading this study. We believe it is an important work. and we look forward to any
guestions you have about how an integrated Talent Management suite can help improve
both insight and outcomes.

For more information go to: www.halogensoftware.com

HALOGEN"

SOFTWARE

Strategic Talent Management
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Read this first

Zoom in on what's important to you.

If you want...

.a quick understanding of the issues and what you should be doing

— Read the Executive Summary

.detailed information on the reasons behind the movement to smarter annual reports

— Read Section 1: What's the Issue?

...to see specific examples of what human capital information is being put in annual reports

—> Read Section 2: Human capital — what gets reported

.to see examples of how firms tackle the idea that performance information should be integrated

—> Read Section 3: Telling the story of integrated value creation

.our conclusion on how to report human capital information and improve corporate reporting

—> Read Section 4: Recommendations for reporting on human capital

and

—> Read the Appendix: more tips for smarter reporting
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EXECUTIVE SUMMARY

This report provides guidance on how companies should respond to the
movement to improve annual reporting to stakeholders, and in particular the

provision of better human capital information.

What is happening?

There is a well-established global movement to improve
annual reports so that they go beyond narrow financial
reporting. The intent is to convey better how an
organization creates value and meets the needs of varied
stakeholders.

e Acore element of this is integrating human capital and
financial information in a single report.

e Organizations are starting to grasp that 'sustainability’
is both about long-term performance and contributing
to the planet’s survival — and that people are a critical
ingredient.

Who is behind this?

e The big players pushing for smarter annual reports are
the Sustainability Accounting Standards Board [SASBI
in the US and, globally, the International Integrated
Reporting Council (IIRC).

* Awell-established player in sustainability reporting
is the Global Reporting Initiative (GRI). Their focus is
mare corporate responsibility than value creation;
nonetheless they play an important role in defining the
metrics inserted into smarter annual reports.

e Avariety of other bodies are actively supporting
improved corporate reporting. For example, The
B-Team is a group of socially aware leaders pushing
corporate responsibility with “True Accounting” being
an explicit part of their mission.

Will anything come of this?

e ThellRC has already had a sizeable number of large,
international companies following its guidelines for
integrated reporting on a trial basis for three years.

* Michael Bloomberg and Mary Schapiro are serving as
the Chair and Vice Chair of SASB. Peaople of this caliber
have the power to drive change in the world.

* An Assaciation of Chartered Certified Accountants
survey of 200 CFOs indicates that half of the firms
surveyed anticipate adopting integrated reports within
three years.

e Bottom line? Yes, change is coming.
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What could go right?

Investors could get a more rounded picture of both
perfarmance drivers and results. With a better
understanding of how the leadership is creating value,
investors are more likely to support wise investments
in future capability and less likely to press for short-
term moves that undermine long-term performance.

Other stakeholders whose views impact the reputation
and well-being of the organization [e.g. the public,
employees, customers, governments| could get better
insight into the factors that matter to them.

Smarter corporate reporting should have improved
format, content, performance measures and timeliness
— adapting to the digital information age.

A drive to provide better evidence of value creation
can spur improved practices and investment in human
capital, and also in HR technology. information and
analytics.

Integrated reporting encourages better internal
teamwork, replacing siloed behavior and measurement
with more coherent management of performance data
and narratives.

What could go wrong?

If badly done, it could become just another expensive
compliance exercise, throwing more metrics into a
report without providing better insight into value
creation.

Organizations may have poaor results on human capital
measures, and be conflicted about telling their story
and improving their practices.

Lack of investment in effective HR systems and
analytics may limit the ability to generate performance
information comparable in quality to financial results.
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What are companies reporting now?

‘Good practice’ companies already report a lot of
human capital data. However there is such a wide
range of information reported and in such a wide
variety of formats that it is difficult to know what to
include and what to leave out.

Furthermore, the lack of common standards in
non-financial information frustrates performance
comparisons.

What is missing in most corporate reports is a coherent
framework that enables stakeholders to understand
the link between people strategies and investments
and how value is created in a company.

HR’s challenge

Human capital reporting offers great opportunities
for the HR function to demonstrate its contribution
through playing a core role in shaping the
organization’s value creation narrative, and in
developing better teamwork acrass functional
boundaries.

There are also threats to HR if it is underprepared — if
it is a bit player in the corporate reporting process. with
little knowledge of the various emerging standards;
and if its HR infarmation systems and analytics are
patchy and un-integrated, with limited ability to
demonstrate cause and effect between human capital
investment and business results.

The decisions you need to make

1.

2
3
4.
5
6

How to ensure full HR involvement
What to include and what to exclude
How to present the data and narrative
How to tell a smarter story

What to do with bad news

What to do about data your CEO wants but your
systems cannot generate

How to generate smarter data — enhanced HRIS and
analytics

What to do next

Work to improve your internal human capital reporting
in anticipation of increasing pressure to improve your
external reporting.

Build awareness in the organization that the movement
to smarter reports is underway.

Make sure the key stakeholders recognize the
opportunities and risks.

HR leaders should be sure they are part of the team
working with the CEO on this. not standing on the
sidelines. Indeed, as OD practitioners, they should
guide colleagues in other central functions and
business units towards better teamwork.

We have a clear point of view on how human capital
should be integrated with financial reporting — use this
perspective to guide improvements you make.
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WHAT'S THE ISSUE?
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WHAT'S THE ISSUE?

This chapter addresses the questions “What is behind the movement to
smarter annual reports, and what are the issues and guiding principles?”

There are detailed and thorny issues to consider.

The performance of organizations and their leaders is under steadily increasing
scrutiny, with demands for more clarity, transparency and accountability.
Therefore the way organizations account for themselves is itself an issue —
indeed, a number of interrelated issues, as we will explain.

1.1 Annual reports need re-thinking

Over recent decades. annual reports have grown in shape. size and complexity
— especially for large, listed companies.

e Originally a simple and legally required statement of accounts, a narrative
was then added to help investors assess a company'’s current and future
financial health, and to facilitate decisions about elections of directors.

* Many other elements have been added since, influenced by different
countries’ legal requirements, by formal guidelines intended to improve
standards of governance, and by evolving custom and practice — growing in
some cases to single or multiple documents totalling several hundred pages.

The net result is that the conventional annual report has become an unwieldy
object. It requires much effort, time and maney to produce, but generally has
few friends. It tends to fall between several stoals.

e The formally required performance data is ostensibly of use to professional
investors. Except that most of them are making investment decisions
24/365, or near enough — nat once or twice a year when formal reports are
issued.

e It also often serves as a flagship ‘brochure’ articulating the organization’s
purpose, direction and achievements. However, the tendency to include
what are seen as marketing ‘puff’ and platitudes has long invited cynicism
and disbelief.

Stakeholders have become frustrated with Annual
Reports and Corporate Responsibility Reports — they
want something that concisely tells an integrated story.

It is usually suboptimal to use one tool for multiple purposes. Corporate
audiences have quite varied needs and perspectives. In addition, in a digital
age everyone expects to get information fast, and when WE want it. Companies
in practice find themselves having to make material disclosures outside fixed
reporting time points, devaluing the latter.

Thus the form of reporting — beyond regulatory filing requirements — needs to
change. Smarter reports will involve

e achange to what is communicated [our review focuses on the human capital
side of the 'what)

“For decades, investors’ decisions have

been aided principally by financial
statements. But such information
gives an incomplete picture of a
company's health.”

Michael Bloomberg and Mary Schapiro

Michael Bloomberg photo by Rubenstein [CC-BY-2.0
(http://creativecommons.org/licenses/by/2.0l]. via
Wikimedia Commons from Wikimedia Commons

‘Integrated reporting is inevitable

— financial and non-financial
performance cannot be separated. It's
really helped us with the shareholder
activism and stakeholder relations. It
supports us in many, many ways. Our
economic development teams use it,
it is referenced in regulatory filings
and helps employees understand
the business strategy. Having this
information is empowering.”

Sandy Nessing, Managing Director,

Sustainability & EHS Strategy & Design —
American Electric Power
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e achange to how, and how often, information is communicated. Technology
now provides a range of ways to target information ever more accurately
to specific audiences, matching user preferences, and moving beyond
the limitations of print. In some ways that opens up a new performance
challenge, about effectiveness as a digital communicatar. (A subject for
another review!)

1.2 Respecting multiple stakeholders - or not

An underlying issue is where organizational leaders — in commercial
organizations — stand in the debate between

e regarding ‘owners’ interests as paramount, or

» identifying that owners/investors are best served by also recognizing
the interests of multiple stakeholders — customers, employees, business
partners, communities, regulators etc.

The trend is undoubtedly toward the latter, whether out of belief that this

is good practice or reacting to widespread disaffection with poor capitalist
behavior — with ‘'market fundamentalism’ blamed for financial crises, past and
potentially in future. In practice many leadership teams and boardrooms still
respond most and quickest to investment market pressures, often short-term

in nature, rather than the views of, say. customers, employees and communities.

However, the reality in an increasingly interconnected world is that different
stakehalders are now influencing each other.

Annual report reformers such as SASB and IIRC
emphasise the importance of considering multiple
stakeholders and identifying what is material to them.

Thus a challenge facing organizations is to demonstrate in their corporate
reporting that they are truly taking all important stakeholders seriously.
This includes presenting evidence about performance that meets those
stakeholders'’ criteria.

1.3 Where’'s the genuine ‘performance and
value’ story?

Beyond the mundane task of recording what has been achieved since the last
reporting date, the most valuable question that organizational performance
reporting can address is ‘why trust the organization to succeed over time?”

e For listed companies the related question is ‘why invest here?’

e Stakeholders other than investors also have important decisions to make
about an organization — why should I buy from them, why should | work
there, why should | partner with them, etc.

There are some fairly evident shortcomings with the traditional model of formal
report, with its predominance of financial data, recording past performance.

e Answering ‘why invest here’ requires understanding both what creates value
in the future and what could caonstrain value creation.
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‘Not good enough’

So say Michael Bloomberg and Mary
Schapiro, the former chair of the US
Securities and Exchange Commission
in an article in the Financial Times on
May 19, 2014.

"For decades, investors’ decisions have

been aided principally by financial
statements. But such information
gives an incomplete picture of a
company's health.

Many other factors affect the
sustainability of a business, both
internal (such as talent recruitment
and retention) and external (such as
constraints on natural resources).
How effectively a company addresses
such issues can profoundly affect its
prospects.

The trouble is, investors and
shareholders often do not have ready
access to comparable information
about these issues.. Such information
is not generally disclosed in

financial filings.. A way of providing
standardized information to investors
is required.”

Bloomberg and Schapiro are now
serving as Chair and Vice-chair
respectively of SASB.

‘Measurement and reporting standards

for non-financial information need to
be developed so that analysts and
investors have confidence in them
and can compare the performance of
companies, at least within a sector,
and over time. These analysts and
investors must then incorporate
those measures into their financial
models, turning them into business
models.. ultimately effective
Integrated Reporting and trust in
business by society requires a new
view and consensus of the role of the
corporation in society.”

Robert Eccles, Professor of Management
Practice — Harvard Business School

-> View the document here
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* Anaccount of the previous year's numbers and events is important for the
record, but is of limited usefulness in indicating future value.

* Important elements of performance tend to be hidden within voluminous
financial statements.

° Much of the information that helps answer that question is not inherently
financial, although it will have an important influence on financial health.

e Stakeholders other than investors use many non-financial parameters to
assess performance.

The swathes of financial numbers typically tell us little about either how
effective an organization is or, importantly, why it will continue to be effective.
Financial purists argue that factors like effective customer service, people
management and innovative capability are ultimately to be judged through
financial results. That's true up to a point, but investors and others stakeholders
need leading not lagging factors to make their assessments.

Stakeholders need performance reports that help them
take decisions — chiefly to continue or change their
relationship with the organization. Does your corporate
report genuinely do that? Do you lean towards revelation
or obfuscation?

In addition, formal financial statements do little to help anticipate potential
trouble. Indeed. it is more likely that — with expensive advisory help — indicators
of nasty surprises will be well buried.

Such non-financial information as is provided often suffers from a number of
flaws.

e Descriptive narrative with little evidential underpinning.

e Numerical information not presented in a way that allows inter-
organizational comparison.

e Insufficient information to explain ‘cause and effect’".

e Limited connection between non-financial and financial outcomes, in order
to discern materiality.

* Weak articulation, in many cases, of the performance criteria of stakeholders
other than investors.

e Description of business risks tends to be somewhat generalized, predictable
and hence uninformative.

Thus understandably and increasing investors and other stakeholders want
something better.

Meanwhile, CEOs get deeply frustrated if their hard work in leading
organizations through thick and thin is under-appreciated or misunderstood.

It is doubly annoying if this is because their stary is being filtered by number-
crunching analysts and financial journalists with little real understanding of
front-line realities. CEOs want stakeholders to see their business the same way
they see it.

Institutional investors want better
non-financial information

EY’'s 2014 survey of global investors
reveals that:

 the majority use non-financial
information to assess investments,
in particular to build a better picture
of risks

* information is mostly sourced from
companies rather than third parties,
such as ratings agencies

e itis hard to compare companies’
data meaningfully, to understand
what is most material to growth
prospects, and to make guantifiable
links between non-financial and
financial performance

* nonetheless, investors feel that
those who are timely in disclosing
non-financial information have a
competitive advantage

e US investors are noticeably less
oriented to use non-financial
performance than the rest of the
world.

From Tomorrow's Investment Rules, 2014.

-> View the document here
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1.4 Moving beyond CSR
Reporting non-financial information is hardly new.

Sustainable development was defined by the UN's Bruntland Commission back
in 1987. The ‘triple bottom line’ concept emerged in 1994 when John Elkington
coined the phrase ‘people, planet and profit’. Shell published the first corporate
sustainability report in 1997.

However, arguably what this has led to is the creation of an add-on — the
CSR report. an accompaniment to the annual report that seeks to portray the
organization as a ‘good citizen'.

Most large organizations now produce a CSR report, as KPMG records in the
2103 edition of its annual CSR report survey. In some cases this is done with
sincerity, but others appear more like reputational 'greenwash’.

Some inherent tensions, confusions and illogicalities arise.

e The word ‘sustainable’ is used in different ways — specifically, environmental
sustainability is not the same as corporate sustainability, just as ethics are
part of but not the same as effectiveness.

e (SR reports are generally not designed with investors and capital markets
in mind. Yet most of the topics a CSR report covers are not just about ‘doing
the right thing', but about risks that can cripple an arganization if not
addressed.

° At the same time, there are activities and investments some organizations
undertake in the name of responsibility’ that are questionable in terms of
generating real organizational value, and are more about promotion than
genuine reputational enhancement.

e CSRreports are often used to report on employee issues. Yet an
organization without employees does not exist — employees are intrinsic,
not an extrinsic add-on. Logically, understanding the people component is
central to understanding value creation, not a ‘'nice-to-have’ option.

e CSRreports tend to focus more on risk prevention than conveying what
organizations could do to create added value.

° Yes, annual reports are long and indigestible — and it helps if information
can be segmented in some way. Yet CSR reports themselves are often also
dense and un-engaging.

The concept of CSR reports increasingly suffers from
tensions, confusions and illogicalities.

Thus the challenge for organizations is both to

e recognize that much of what they have relegated to their CSR report is
actually core to the organization's performance and future, and yet at the
same time..

° avoid generating an even more unwieldy corporate report.
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‘Interest in human capital data

continues to increase. CALPERS has
added human capital as a dimension
of their investment philosophy and
organizations are disclosing more
than ever. The gquestion is, what
makes the most sense to disclose for
a particular company? That's where
time is well spentin HR.”

Jeremy Shapiro, HR Executive & HR
Analytics practitioner
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1.5 Asurge of ‘standards’ - clarity or
confusion?

Frustration has led to a multiplicity of initiatives aiming to reform corporate
reporting.

* The Global Reporting Initiative [GRI] has over many years shaped CSR
reporting. and has recently issued new guidelines (G4].

e Other actors include the International Federation of Accountants. the IFRS
Foundation and its International Accounting Standards Board, the Climate
Disclosure Standards Board, the United Nations Conference on Trade and
Development. the World Intellectual Capital Initiative. the World Business
Council for Sustainable Development and the Social Accounting Network.

e Thereis also The B-Team’, spearheaded by Richard Branson, Arianna
Huffington and others, whose aim is "to create a future where the purpose
of business is to be a driving force for social, environmental and economic
benefit” and to this end that "the true cost of all business impacts —
environmental, social and economic — are fully accounted for.”

e Other prominent supporters of integrated reporting include the heads of the
Wwoarld Bank and the Bank of England.

However in our view the most significant are these.

* International Integrated Reporting Council [IIRC|, whose mission is to
promote “integrated thinking that results in a periodic integrated report by
an organization about value creation over time and related communications
regarding aspects of value creation.”

e Sustainability Accounting Standards Board [SASBI. which “envisions a
world where all forms of capital are accounted for and managed.” It sees
itself as a parallel arganization to the FASB and aims to have its standards
codified in US law.

Many different bodies have jumped into the game of
improved reporting, but the most significant are the IIRC
globally and SASB in the US.

Maost of these initiatives have listed company involvement — or indeed are
‘business-led’ — and it helps that the aims of these various initiatives are
broadly similar.

Not surprisingly, many senior company executives find it challenging to
keep up to speed, and mare pertinently to avoid being fogged by seemingly
competing standards.

Nonetheless, the onus is on senior executives to meet the challenge from
stakeholders to explain themselves better — including justifying their pay
packets.

IIRC’s six capitals

IIRC’'s framework comprises a set
of headings that the contents of

a corporate report should cover,
together with guiding principles for
drafting that content.

In terms of value that organizations
should aim to generate, it also defines
six types of capital.

Financial — debt, equity, grants

Manufactured — buildings,
infrastructure, equipment, tools (that
help to make/serve)

Intellectual — IP, organizational
capital [knowledge, systems,
procedures, protocols), intangibles,
brand

Human — people’'s competences,
capabilities, experience, motivation,
service orientation, innovation
orientation, alignment, collaboration,
ability to understand/develop/
implement strategy. (Related factors
include turnover, industrial relations,
occupational health &safety,
diversity/equal opportunities,
education/training)

Social and relationship — shared
norms, values and behaviors: key
relationships — trust and willingness
to engage among stakeholders;
social license to operate: community.
[Related factors include ethics, anti-
corruption and non-competitive
behaviaor, safety & privacy, customer
service, customer safety, human
rights abservance)

Natural — renewable and non-
renewable environment stocks —
air, water, land, materials, energy;
biodiversity, ecosystems; emissions
and waste

Three of the six capitals
are mainly about people
and behaviour.
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1.6 Guiding principles of IIRC and SASB

These are the principles set out by IIRC.

Strategic focus and future orientation — articulating strategy and how it
relates to the company's ability to create value in the short, medium, and long
term. Also explaining use of the six capitals in the way strategy is designed and
executed. Important estimates, assumptions and risks should be indicated in
terms of future aims and expectations.

Connectivity of information — a holistic picture of the combination,
interrelatedness, and dependencies between the factors that affect the
organization’s ability to create value over time. This includes demonstrating
connectivity between the 6 capitals, financial and non-financial information,
guantitative and qualitative information, and the past. present and future of the
organization.

Stakeholder relationships — the nature and quality of the organization’s
relationships with its key stakeholders, including how and to what extent the
organization understands, takes into account, and responds to stakeholders’
legitimate needs and interests. The organization needs to be guided by an
understanding of how its stakeholders perceive value.

Materiality and conciseness — information that substantively affects the
organization's ability to create value over the short, medium, and long term;
conveying full meaning but doing so briefly and simply. Information is material if
it could substantively influence the assessment and decisions of the governing
board as well as the intended users of the information. If material information is
not disclosed. the reasons should be explained.

Reliability and completeness — all positive and negative matters, in a balanced
way, without bias or error.

Consistency and comparability — presenting information on a consistent basis
over time, and in a way that it can be compared with other organizations in

the relevant industry/industries, including consistent use of internal KPIs or
externally-recognized standards and benchmarks.

IIRC and SASB have similar guiding principles which,
while patently admirable (e.g. conciseness], will take
great skill to execute well.
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Avoiding the obvious and vacuous

Overly generic wording such as ‘talent
drives value’ or ‘customer satisfaction
is our goal’ — stating things everyone
already knows — should be avoided,
for example when articulating
strategy. business models and value
chains.

Rather, the goal should be to identify
what is unique, or at least distinctive,
about the organization, and what will
convince stakeholders to invest their
trustin it.

“We started doing integrated

reporting before the term existed.
Our board decided to make it very
clear in the bylaws that we do
business by the triple bottom line
principle of seeking to always be
financially, environmentally and
socially responsible — as a signal,
externally and internally. That was our
opportunity to work with integrated
reporting, and we have now done
our 10t integrated report. We're not
there yet, but we are comfortably on
our way.”

Susanne Stormer, Vice President, Corporate
Sustainability, Corporate Stakeholder
Engagement — Novo Nordisk
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Meanwhile, the SASB principles set out quality parameters for data and metrics.
Growth rate of integrated reporting

Relevant — adequately describes performance related to the material issue, or
is a proxy for performance.

Useful information to companies and investors.
Applicable to most companies in the industry.

Cost-effective — data are already collected by most companies or can be
collected in a timely manner and at a reasonable cost.

Comparable — allows for peer-to-peer benchmarking within an industry.

Complete — individually, or as a set, the metric provides enough information to
understand and interpret performance associated with the material issue.

Directional — provides clarity about whether an increase/decrease in the
numerical value signals changed performance.

Auditable — data underlying any metric can be verified.

Other reporting should tie into value maps — data that does not relate to the
value creation map is arguably not ‘material” or should be placed in an ancillary
document.

1.7 Content

The IIRC guidelines propose seven headings for corporate report contents
— as shown in the diagram. Consistent use of these headings in itself aids
comparability.

Operafing context,

including risks and
opportunifies

e

Organizational

overview an
business model i
Performance Gavernance and
remuneration

Sirategic objectives

Responsiveness and stakeholder inclusiveness

According to a recent Assaociation
of Chartered Certified Accountants
[ACCA| report, based on a survey of
200 CFOs

* nearly half the companies surveyed
said they were either taking active
steps to move towards an IR model,
or had already implemented one

 the rest are adopting a ‘'wait and
see’ approach, including 10 per
cent who do not intend to make the
move unless it is compulsory

 yet 93 per cent of investars
expressed support for the concept
of integrated reporting.

This indicates a distinct shortfall in
corporate attentiveness to investors,
let alone other stakeholders.

Understanding Investors — the Changing
Corporate Perspective, 2014

-> View the document here

At the center of IIRC’s
proposition is a business
model that shows how
the organization creates
value.
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e 0Organizational overview & external environment — what the organization
does and its operating context. including commercial, legal. social.
environmental and political factors.

* Business model — what, and how resilient, is it? How does the value chain
work? Diagrams are helpful, provided they convey real meaning, and are not
just window-dressing.

e Opportunities and risks — and how these impact value, and relate to the
continued availability of the six capitals. The source, probability and potential
magnitude of effect should be explained.

e Strategy and resource allocation — where is the organization aiming to go
and how will it get there? How does this interrelate with the previous two
headings?

* Governance structure — how does this support value creation in the short,
medium and long term? What are the linkages between strategy, business
model, executive KPIs and reward, and capital creation or destruction?

e Performance — how well have strategic objectives been met, and what are
the outcomes in terms of the effect on the six capitals? How has financial
perfarmance been affected by performance of other capitals? How does
performance compare with past performance, with competitors and
comparatars, and how is the setting of future targets influenced?

e Future outlook — a transparent analysis of the leadership’s expectations,
including the basis for assumptions.

1.8 Integration — the key to better reporting?

SASB and IIRC are performing two different, if largely complementary, functions.

e |IRC has designed a framework for corporate reporting, across the board,
setting out what should be covered and how.

° SASB. while articulating some similar principles about overall quality
standards. is engaged in drilling down into individual business sectors —
using a consultative process — in order systematically to define types of
measures relevant to those sectors.

Itis the ‘integrated’ concept that has the potential to change the overall

shape of corporate reporting. with SASB helping organizations with the detail.

However, SASB's impact is limited by focusing on the US market and regulatory

environment, whereas IIRC's perspective is global.

Unlike IIRC, SASB’s guidelines are customized for
individual industry sectors. Unlike SASB, the IIRC
guidelines are intended to be global.

In addressing shortfalls in corporate reporting, IIRC guidelines pose some strong
challenges to current practice.
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Adding value through risk
declaration

The risk statement should provide
investors with material information
to guide their decision-making
information.

* Where factors drive value this
should be highlighted - too
often Tisk’ is articulated one-
dimensionally as just preventing
bad things, as opposed to making
effective judgments about
opportunities.

* However, it is also valuable to
communicate — if true — that 'there
are no big problems here’. There
is nothing wrong with identifying
results as being ‘good enough” and
‘not a cause for worry".

Risk statements are not particularly
helpful if they appear to be a list of
the obvious and generic, either in
what risks are declared and what
mitigation is proposed. Other traps to
avoid include

 appearing overly defensive about
discussing risk

* making excuses in advance,
including the declaration of a long
list of possible problems.

What an organization should convey
is that it is both alert to and capable
of dealing with potential opportunities
and threats.
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Strategic focus and future orientation — in an increasingly VUCA (volatile,
uncertain, complex and ambiguous) world, organizational leaders often
struggle to determine long-range strategic goals that are meaningful to
stakeholders.

Stakeholder responsiveness — how much are organizations prepared to
reflect performance criteria that stakeholders choose?

Materiality and conciseness — how will corporate reports be more concise
yet include more and better information?

Consistency and comparability — how well will organizations resolve the
current lack of structured and comparable non-financial metrics?

Reliability and completeness — how honest will reports be about failings and

dangers, as well as recording successes?

Connectivity of information — how joined-up are the various types of
perfarmance metric?

Dave Ulrich’s comment on the
Creelman Lambert & McBassi
project.

‘In my work, investors are aware

of intangibles as a unique source
of value for a company. These
intangibles often include financial

In addition, there is the challenge of expressing value added in terms of six
types of capital, rather than just the financial capital that has predominated
hitherto. And doing so concisely!

discipline, strategic clarity, core
competencies (e.g., in R&D,
marketing, branding, operations),
and organizational capabilities.
But, underneath these intangibles,
investors increasingly interested in
defining leadership within a firm.

Organizations and executives that have hitherto
concentrated largely on financial reporting face the
challenge of articulating their story in terms of five
other types of ‘capital’.

Effective leadership has two domains:
one domain is the quality and traits
of the collective leaders throughout
the company. The other domain is
the human capital investments these
leaders make in the company. The
integrated reporting work shares
exceptional information on that
second domain: the human capital
investments.”

However challenging, there is a head of steam building behind integrated
reporting.

e The IIRC guidelines, developed in concert with many of the world's leading
corporations, went ‘live’ in December 2013.

e For the past three years many corporations have been trying out the IIRC

principle and guidance in composing their reports. Dr. David Ulrich, Rensis Likert Professor,

Ross School of Business — University of

e One country — South Africa — has already declared integrated reporting to Michigan

be mandatory.

e Increasingly regulators — such as the UK's Financial Reporting Council and
Bank of England Governor, Mark Carney — are taking steps to encourage
more integrated and long term value-oriented reporting.

Whether a tipping point will be reached. and a new norm established, depends
on how well the early adopters succeed in articulating performance better in the
eyes of stakeholders.
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1.9 The criticality of human capital
The various standards proposals share a recognition that the human factor is

central to creating value.

e Human behavior drives most aspects of performance, from the front line to
leadership.

e In most organizations, much of the value is intangible — largely due to their
‘people difference’.

e Three out of IIRC's six capitals are about people and behavior — human,
social and intellectual.

An important message is that the traditional approach of regarding people as an
expense — a cost of business — is erroneous.

The traditional approach of regarding people as an
expense — a cost of business - is erroneous.

At the heart of value creation lie factors such as quality and stability of
leadership, depth of talent, employee engagement, learning culture and other
drivers of productivity, innovation and the employer brand.

For HR leaders and their functions, ostensibly this should be good news. It has
not always been easy to get full and sophisticated discussion of people and
behavior onto board and top team agendas.

Much of what has hitherto been included about human capital in corporate
reports has been

e bland and uninformative about value creation
e evidence and data poor.

In and of themselves, high level figures about employee numbers, turnover
and spend. convey little of the real story inside an organization. The website
Glassdoor and its equivalents can be more insightful than many annual reports.

At the same time, there has been a history of unsuccessful attempts to create
guasi-accounting metrics and arrive at definitive summation of peaple value.
In recent times both SHRM and CIPD — the largest of the HR professional
associations — have had to beat a retreat from efforts to define very specific
human capital reporting standards.

There are also further challenging questions for organizations.

e How knowledgeable is your HR function about corporate reporting. and
about the standards that have been developed?

* How keen and well-equipped is HR to join Finance and others in playing a
central role in corporate reporting?

* How effective are HR's information systems and analytics capabilities in
providing meaningful data to the organization’s value creation story?

The latter point is made in the context of a wide scale and current debate within
HR circles about improving HR systems and metrics.
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“Our human capital metrics —

human capital ROI, organization
demographics, talent management
and succession — are the catalyst for
an important and powerful discussion
with our Board. We very much look
forward to the day when we can get
these kinds of measures to help us
manage our investment choices.

Warren Bells, Chief Operating Officer &
Pension Services COO — OMERS

Everyone agrees human
capital matters, but most
reporting hitherto has
been of varied standard
and limited value.
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1.10 Our study

In sum. improvements in corporate reporting should enhance how these needs
are met.

e Investors want meaningful and reliable insight on all value creation factors.

e Other stakeholders want similarly robust information to guide their choices
about the organization.

e (CEOs and boards should want investors and stakeholders to understand and
appreciate the work they are doing.

We have therefore undertaken a review of how some 62 organizations from
around the world have fared in using the IIRC guidelines to

e develop more integrated reports,
e address human capital information, and thence

* meet these needs.

How keen and well-equipped is HR to join Finance and
others in playing a central role in corporate reporting?

The purpose of this study to provide guidance to

e the significant number of corporations that will go down this route

e those that have 'had a go’ prior at smarter annual reports and are thinking
about what to do next time

e those who are still just thinking about it, and wondering whether complying
with this voluntary code actually adds value, or is just another headache to
cope with.

Some takeaways

At a high level the push to smarter
annual reports is easy to understand
— stakeholders are dissatisfied with
the usefulness of the information
they are currently getting. Similarly
itis easy to understand why human
capital is a critical part of smarter
annual reports and why it should

be integrated into a value creation
story rather than stand alone as just
another bunch of metrics.

However, if you have read through
this chapter you will see there are

a number of contentious issues

[such as the relative importance of
investors versus other stakeholders)
and difficult concepts (such as the six
capitals of IIRC].

Leaders do not need to have all the
answers, but they should understand
that there are substantive issues
around smarter annual reports; it is
not a straightforward compliance
exercise whaose execution can be
delegated three levels down the
organization.

The good news is that one does not
need a comprehensive grasp of the
ideas proposed by IIRC and SASB

to make substantial progress on
producing reports that better serve
stakeholders. Ponder the big issues
at your leisure while taking immediate
action on the best ways to improve
reporting to stakeholders.
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2 Human capital — what gets reported

This chapter answers the question “What human capital information is being
included in ‘integrated’ annual reports?”, summarized from our analysis of 62

companies that have used the IIRC guidelines.

Nearly 80% of the integrated reports we studied have a separate ‘people
section’, under a variety of names, such as ‘our people’, ‘investing in
employees’, ‘winning with people’ or, more prosaically, ‘'human capital report’ or
‘labor practices’.

The length and depth varies greatly. At one extreme, Enel provided 13 pages of
employee data, but many others had just a few pages. often light on data.

What is actually covered also varies considerably. Different companies cover
different topics. We see everything from absenteeism to leadership to training
and talent development.

80% of the reports we studied had a standalone people
section, but length and depth varied hugely, from one to
over a dozen page, often data-light.

We have selected a range of examples to stimulate readers’ thoughts about
what THEY should do to convey their organization’'s human capital and value
creation story to stakeholders.

Some graphics are hard to read in the original and harder to read in this
reproduction. However, the fine print is not so important. The point of this
section is to give a sense of what organizations are reporting: and we hope that
sense is clear even where an image is fuzzy.

2.1 Absenteeism

Absenteeism is an easy-to-understand metric and can potentially forewarn of
labor relations problems. Yet just a few organizations, such as Barclays Africa
Group. report on absenteeism as a line item in their list of key indicators.

Absenteeism is an obvious indicator of both cultural
and physical health. Surprisingly few organizations
report on it.

2.2 Culture and Values

Many organizations include statements about culture and values. Marks &
Spencer, for example, states that its values are core to its success, and that the
board has three top priorities — strategy and execution, people and succession
— and values. This kind of narrative highlights what the company thinks is
important and how it sees itself.

Realistically such statements can suffer from 'sameness’ as well as inviting
skepticism. It is one thing to make the statement — it is another to provide

“CEQs at companies like Costco and

Starbucks that are renowned for
investments in their employees often
remark that investment analysts
guestioned, or even opposed,

such investments. CEO courage is
often necessary to sustain such
investments even if analysts cannot
yet see their impact.”

John Boudreau, Professor of Management

and Organization, Marshall School of
Business, University of Southern California

)
&

Atlantia

“Since its first experiences in CSR

reporting, Atlantia considered the
engagement of human resources

a key factor for the process. The
adoption of IIRC guidelines with
respect to people/culture capital
didn't require a great change in the
contents of the report. The essential
elements and information required by
the guidelines were already included
in CSR reports. In the integrated
report these contents were presented
in a different way, starting from a
strategic view and objectives about
this issue.”

Andrea Ragni, Public Affairs and
Sustainability, Atlantia
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evidence of how the values are making a difference, especially if the company
— or indeed a whole sector e.g. banking — is trying to re-build trust after
reputational damage. Thus it is important to think through and include some
specific examples — backed up by data — that support your narrative.

Some companies included comments such as: "While formal feedback is a
scheduled occurrence, the performance-centric culture of [our company]
encourages and facilitates constant and regular employee feedback at all
levels” [emphasis added|. Such claims are more convincing if backed up by
employee survey evidence and instances of how this affected business results.

For example, Marks & Spencer shows its values have taken hold by picking out
their survey's score on employees’ customer arientation, but arguably this is
just one step in the right direction.

Without convincing company information, stakeholders concerned about how
closely the reality of the organization matches the rhetoric will necessarily look
outside; data from sources such as Glassdoor indicate whether the organization
has a realistic self-image.

Finding good examples of reparting on culture, i.e., giving practical examples
and data, proved to be challenging!

2.3 Demographics and Diversity
It is common to report on demographics because it is easy to do, and to report

on diversity because it is an important social issue.

* Demographics — investars will be looking for potential problems such as
an impending surge of retirements or too few experienced employees.
Demographics may also provide some basic context setting, for example
showing how the workforce is distributed around the globe.

e Diversity — investors will be looking to see that the company is not
particularly poor either in terms of absolute numbers or trends. Other
stakeholders — e.g. female talent — may be more inquiring.

Each firm handles reporting their own way: here are some of the demographic
categories reported.

e Total number of employees

e Proportion of part-time employees

e Proportion of fixed-term contracts

e Number of interns

* % of staff holding a university degree of above

e Breakdown by age

e Breakdown by region

Nearly 80% of firms report on the percentage of their Board of Directors that is
female. with 72% reporting on the gender composition of their workforce. Over
half (52%) of firms include some other measure of diversity (beyond gender,
such as age or race.

Organizations that are proud of the range of nationalities in senior management
tend to say so — but they are small in number, despite the long-standing issues
about developing a globally-capable leadership.
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What to avoid

In Chapter 1we outlined principles of
effective reporting. When reporting
about people, here are a few practices
to avoid.

» Empty clichés. At the poor end
of the spectrum are statements
like ‘our people are vital to our
success’, but accompanied
neither by substantive evidence
of that, nor of the difference that
management is making to enhance
people effectiveness. Although this
practice has been much pilloried
over the years, examples of it are
still plentiful.

* Human interest window dressing.
Adding a few human interest stories
that are not related to a clear
narrative and set of metrics is also
likely to have little positive impact
on stakeholders, and appears like
mere window-dressing.

* Data with no context. Numbers
and statements mostly require
some context to make them
meaningful. Stating “We hired 276
new employees” means nothing
unless we know the total employed
— that number should be close by.
Similarly reporting “The new hires
were a mix of new graduates and
experienced talent” might hint
at some talent strategy, however
without an explanation it is a waste
of the reader’s time.

Information on culture
and values tends to
be bland, too little
connected to value
creation, and not
supported by data.
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There are many different ways to segment demographic
and diversity data, but what works best in conveying
YOUR value story?

Same report on the contingent workforce, which is becoming a major
component of a human capital in many companies. For example, in Enel the
number of contractors far exceeds the number of employees.

The following tables illustrate varied styles of reporting on demographics and
diversity.

Atlantia uses a few key pie charts to illustrate the composition of their staff;
here are two of them.

Distribution of permanent staff by age range Distribution of permanent staff by length of

service

12.3% 10.1%

30 and under 18.6%
m3itod5
WAG 10 55
56 to 80 8.3%
325%

13.1% 13.8%

15.1% W under 1 year

m 2o 5 years
610 10 years
®11 10 20 years
w2110 30 years

39.3% aver 30 years

Atlantia also includes solid information on gender diversity such as the two
charts below. [They also provide more details in an ‘Analytical Data’ section].

= Women presence by level Wmnpmelnmﬂmp
2011 Waoi2 Maona
1,755
- 29N
I I I i L . .
v O | enllerears Warkers 2001

Reflecting the importance of diversity issues in Africa [particularly South Africal,
Barclays Africa Group comments on ‘employment equity’.

Employment equity

Ohverall diasbility [% of total
ermployees) 0,98 .09 113
Ak Sand mardgament
epresscanion (th] EFALY 353 e
Black women sencr maragemen
represecnmion (%) 12,00 w7y 1252
Bleck mickdle manegement
reprizerAation [%) 49,73 709 4932
DA WO e MANBGETENt
) 6,06 505 504
Sk jurior management
represertation (%) ne 89,08 LLl
Back women junior
manageTens mpresersation (%) 50,53 4R A% d7d)
Tiotal black: turever (%) 125 46 o
0 nr 153 ne
Bo Bl BE
Fromolions - biack (%) mn " %
fesgnations = black (%) n &% m

Data that tells a story

Compelling attributes in presenting
graphs and tables include:

segmentation that relates to well-
defined business and performance
issues

histarical trends

presenting information in easy-to-
read graphics
including benchmarks or targets to

allow comparison of results

providing commentary to aid
interpretation of the data

in particular focusing on
cause-and-effect in improving
performance and creating value

clarity about what is and is not
material to stakeholders interests.

The examples we cite in this report

S

how some of these attributes, but by

no means all.

How integrated is
your reporting on
‘contingent’ employees?

R

Barclays Africa Group Annual Report 2013
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CLP enumerates the nationality of senior executives to draw attention to a truly

crew Ty —
global team.
E | “ES B
o J&U
27.3%
18.2%
27.3% CLP Annual Report 2013
Chinese European American f Canadian
Australian / New Zealander Indian and Others

Danone dives into the small print of demographics with a detailed table.

Rest of the world B4 2% 14% % 1% B%
By geographic region
Aftica and Middie East TT% 5% 18% 9% 5% 4%
Asia Pacific B4%h 4% 12% 3% 5% 2%
Eastam Europa BEH 63 8% 0% 8% 2%
Western Europe 84% 6% 5% BE% T 5%
Latin Amarica BA%H 1% 15% 9% 1% 8%
North America 965 3% 1% 6% 3% 1%
By business division
Fresh dairy products 1% 3% 16% BEG 5% 79
Watters 80% 4% 6% a5% % 2%
Early lfe nutrition 7% 5% 185 B9% 6% 5%
Madical nutrition 92% a% 4% 0% 5% 2%
Central functions 93% - 1% 9% 8% 1%
() Secial Indicatoes Scope

(™}Under sonerace with 3 Darane subsidiany

Danane also shows admirable transparency by comparing compensation e Deroneiniemd! grades 80

differences between men and women (see rightl. Furthermore they can be

applauded for not only referring to internal grades (which mean nothing to . o8 ::' ?:’

outsiders) but additionally to an external benchmark — the Hay System — as ) 1,04 109 107

shown right. They also interpret the data, painting out whether or not the = o oo L
Total 1,00 108 1,02

differences are significant.
Owut of a towl of 979 Dimzon.

The biggest gap is in level 6a, with an average 3% difference, it

is explained by the fact thar women generally have less senior-
ity in their positions.
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Note that Enel highlights the number of contractors with a graphic, not just
data in a table. A quick glance shows why this matters: for every employee there
are almost 1.5 contractors. It is impossible to understand human capital at Enel
without understanding the contract workforce.

Number Workforce of
of employees contractors

73,702 104,590 e

This Novo Nordisk trends graph is nicely presented; it is always helpful to
include a benchmark or target in this case ‘aspiration’. It also provides useful
commentary.

et o s s (OO

30 (33)

B Gender
" Nationality
" Meets aspiration

2008 2009 2010 2011 2012 2013

Since the inception of the five-year diversity aspiration, Novo Nordisk has seen
steady progress and expects that the vast majority of senior management
teams will live up to the diversity aspiration by the end of 2014. Consistent
progress has been made over the past five years, as shown in the graph. in
2013, 70% of the senior management teams lived up to the diversity aspiration
(23 out of 33 teams|. with 91% meeting the diversity aspiration far gender (30
out of 33) and 73% the aspiration for nationality (24 out of 33). Progress on the
diversity aspiration is monitored and reported internally on a quarterly basis.

in 2014, Novo Nordisk plans to enhance its effarts to achieve the diversity
aspiration, and diversity will remain a key priority beyond 2014.

New Zealand Post @

‘Integrated reporting creates an
opportunity to educate the board and
investors on the link between human
capital and the group’s business
strategy. The response by the board
has been fantastic — they are very
interested and engaged.”

Jo Avenell, Group General Manager
People & Capability, New Zealand Post

a disease?

Oine size

"; W8Nt fit oll

Novo Nordisk Annual Report 2013
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2.4 Employee and Engagement Surveys

Just as the microscope made the modern science of biology possible, employee outcomes

Presenting meaningful survey

e |s it clear what the factoris? For

surveys are the single most flexible and powerful tool for understanding how a
company is managed. However, here are two (of many| questions that arise.

* Is the leadership asking the right questions and doing beneficial things with

example Diageo reports on the
favarable responses to the factor
‘Drivers’, and while it probably is

the results? something important, there is no

explanation of what that factor

is. Kingfisher takes an additional,
important step by identifying their
metric as the well-known Gallup
Q12.

e How much is the leadership willing to share with stakeholders?

Bringing these points together, a leadership committed to transparent reporting
will reveal salient scores and explain their significance. Using the familiar red/
yellow/green rating can help to illustrate what's important, whether good or bad.

e |s there historical data? Potash

Employee surveys provide a microscope for the quality Corporation includes five years of

of people management. Yet few companies report more data.

than headline figures, usually just about engagement. * Are there external benchmarks?
None of the reports in our sample

show benchmarks, although

sometimes companies do report

industry benchmarks on indices like

engagement.

Just over half of firms report data from their annual employee engagement
survey. Most report only a high level 'summative’ engagement score. What
would be helpful is to include further detail about results or drivers of

engagement, or indication of answers to specific survey guestions. « Is there a target? CIMA shows not

Jjust the result, but the result they
were aiming for.

The examples below, of companies reporting some interesting and relevant
points, demonstrate how the lack of a consistent framework for explaining how
people create value reduces the usefulness of the data. and vice versa. * Is there interpretation of the
results? ACCA is a rare example of
an organization that not only shares
its survey findings but goes on to
help explain them.

One of ACCA's goals is to be an aligned organization and the most practical way
to measure that is through an employee survey. To measure alignment, it looks
at the percentage of employees who understand their contribution to ACCA's
strategy. In its 2011 report ACCA illustrated the value of explaining survey results
that fall short of their target.

“Percentage of our employees who understand their contribution to
ACCA's strategy: while 81% is a good result, especially as we continue to
go through significant change across the organization, we fell shaort of the
target we set. We believe that our new performance management process,
which enables employees better to link their personal contributions to
our strategy. will drive better understanding. as will our plans to align our
internal communications mare closely to our strategy. We have therefare

Employee engagement scores

in %

&y

kept our target for 2012-13 at the same high level.” =
63
Their 2013-2014 report shows this indicator has now reached 90%. 63
Aegon reports on both engagement and enablement (see right]. We know 60!

. . . . Oct. 2012 Jan. 20113 Jan. 2014
what these mean because Aegon helpfully identifies its survey provider — the

Hay Group. [Hay uses questions around issues such as direction, confidence
in leadership and recognition to measure engagement; and questions around
performance management, resources, collaboration and so on to measure
enablement.)

M Employee enablement
Employee engagement

{Source: Hay index, based on last three
Aegon global employee surveys)
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CIMA shows something approximating the questions asked and the targets the
organisation has set. Inquiring stakeholders will, however, want more detail.
For example ‘job satisfaction’ is shown as 70%. Including information on what
exactly was asked in the survey would make it easier to compare this metric to
other organizations.

Also this table is several years old and in the more recent 2013 report they only
include the employee satisfaction rate.

Measure Target %  Actual %

I feel proud to work for CIMA 68 v/ S,

Job satisfaction 72 70 x

lunderstand the results expected of me 86 %0

| am kept Informed about matters that affect me 55 58

CIMA provides training so | can handle my Job well 70 noo

Rate CIMA on having a clear sense of direction &0 n v

I have a good understanding of strategy and goals 75 93

Diageo provides some interesting survey findings. including reference to

a 'leadership index’; leadership is certainly a factor of high importance to

investors, and indeed most stakeholders.

Values Survey results (2013) =
Favourable Movement
responses from last year

o' (%)

Values

Passionate about customers and consumers 85 -

Freedom to succeed 79 -1

Proud of what we do 83 -

Be the best 73 -

Valuing each other 73 =

Engagement indicators

Engagement 85 -1

Leadership index? 74 -

Super-engagement 41 +1

1. The percentage of respondents who selected the two most favourable
responses (typically ‘strongly agree’ and 'agree’).

2. As a significant driver of engagement, we measure leadership as part of the
Values Survey. The Leadership Index pulls together all of the key survey items
that relate to ‘My manager’.

e
-

REDEFINING HOW
BUSINESS |5 DONE

TN U e i AT

CIMA Annual Report 2013

Diageo Annual Report 2013
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The most detailed (and correspondingly hardest to read) report we found was
from DIMO. where they give results literally from A to Z covering 26 survey
guestions. The intent is admirable and demonstrates they are not cherry-
picking a few positive results.

%

80

i}

10

A OD BEEFEOGH I JRELMNOGEORS T I'YW X Y Z

Employees Satisfaction Survey Index [] 203 O 2o
ANarre of work/ Responsibiliey JSupnore ghven ax employes life events 5 Emploves Wellheings
DeFreeibum o perform dutles ReApprilsal Syseem T'Waorking Emvironment
Cadweailatsility of clhelicrging Asvignments LACipaoetuminy For Training LaSuperior Relation

I Job Seourity M-Prospens far promaotion ViSuppor

EClarity of Job duties NSuperiors Guidarce WiCusnmer Saiisfaetion
FSakasy O-Finaneial Assistinge For Education M-Fons on Queabily
CrIncentives PCafeneria Facility Y ontinuous improvemen
1lother perks Q-Sanitation LFecus on Envinonment
Flecognrition & Appaeciation ReMexdicul Facifinies

2.5 Governance [human capital factors]

There are many issues of governance that go beyond strictly human capital

factars: here we focus on a few of the people issues reported that provide

insights into the quality of governance.

Here are some examples of what is reported.

e Demographic information on board composition including diversity, tenure,
age and nationality.

e Process for selecting board members.

e Overview of governance processes.

In earlier reports ARM included information on tenure, gender, and nationality of
directors; more recently they limit reporting to gender.

Baard composition
Length of tenure of Gendor split of Directors Directors’ nationalitios
Non-Exgcutive Directors
{ywars)
= o,
9
o
-
o
2
3
g
=02 = Mo W Fronch
W35 B Farmais mus
W 810 - UK
u >10 W Swecan
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An independent people audit?

Nothing comparable to the
requirements for independently
audited financial information yet
exists for human capital information.
Much of what this report discusses is,
strictly speaking. optional information
that organizations can choose to
reveal. Could that change? Could
human capital information become
subject to formal audit? There are
many obstacles.

* Any change would have to be
demand-led. Many leaders/
managers would resist being forced
into more detail about how they run
their organization. Investors would
need to become very insistent
and specific about the better
information they want.

* The employee survey is arguably
the method that can reveal most
about how well people issues are
managed. However, there are as yet
no common standards on a par with
those for accounting, and reaching
agreement on these would not be
easy.

* SASBis attempting to develop — at
least for the US market — standards
for people metrics that are relevant
to particular business sectors.

Any experienced HR professional
looking at what has been
articulated so far would, if being
polite, observe that this work is still
in its infancy, and in need of some
guality input.

However, the reality is that some
independent sources of information
— such as Glassdoor — are already
considerably more insightful than
anything a company vyet declares.
Savvy organizations will need to face
up to this challenge, and take greater
steps to provide people information
that is both credible and useful to
multiple stakeholders.
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Diversity of the Board Diversity of the Company Diversity of Senior Managers*
M Men 80% M Men 83% B Men 90%
H Women 20% B ‘Women 17% I '\Women 10%

Go-Ahead signals they understand the importance of getting the right talent
on the board by sharing the process for selecting non-executive directors. It
lists the steps starting with "Assess balance of skills and diversity to establish
criteria for a new appointment”, anto "Engage external recruitment consultant
to undertake search for suitable candidates” and all the way through to the
committee’s recommendation for the final candidate to be presented to the
wider board for approval.

It is not that Go-Ahead has some special process, just that they do
have a thought-out approach and take it seriously enough to share it in
communication to investors.

John Keells shares that is has integrated governance systems. signaling that
they have invested effort in improving governance.

Integrated governance systems and procedures

Strategy Formulation and Decision Making Process
People and Talent Management
Employee Performance Governance
Stakeholder Management
Effective and Transparent Communication

IT Governance

Integrated governance systems and procedures

Integrated Risk Management

Marks & Spencer (p.43, 2014 report) provides notably good information about
its board members. This includes not just biographical information but also a
table analysing board composition, with dimensions such as core competence/
experience, gender, tenure and range if nationalities. The data may not be
profound, but at least communicates a rounded perspective of diversity.

*Seaff with job grades 7-12
consisting of 136 of 2,833 employees.

A few organizations

are starting to open

up about why and how
directors are selected...
but most don't.

Integrated

Go-Ahead and John Keells Annual Reports 2013
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2.6 Health and safety

Occupational health and safety tends to be the most comprehensively reported
people issue, influenced by regulatory pressures. Companies use a number of
standard measures, provide historical trends and sometimes offer benchmarks.
In certain sectors. e.g. mining and construction, it is treated as an important
topic on its own and may be separated from human capital information.

Health and safety reporting tends to be higher quality
than other ‘people’ dimensions, eg when using standard
measures, showing trends, and comparing against
benchmarks.

The most common health and safety metrics are injuries, fatalities, instances
of occupational disease, and days lost due to iliness. Some companies report
inspections, notices of violations and penalties. Here are some examples.

Anglo American provides graphs showing trends in injuries and fatalities (see
example right).

Implats adds to this by honoring individual fatalities by name.
Stockland provides quite detailed information on safety, as shown in the table.

Health and satety performance

FYia iz Fri FY10 FYoR Froa
Total average wordorce’ 1,738 1,384 1,330 1,243 1,330 1372
Tt hou woded A0mMce JAimlon £00milon. A7 mien: 250 milen 240 milon
Number of lost tima irunies: 1w ] ] 13 6 L4
Lost time injury [LTN frequency rate® 5.8 74 22 8 28 29
Nuimiber of injurkss reguing medical reasment** 11 15 a 12 12 10
Mogcal Wratmar jury 4T froguency rile 38 54 ar 55 5.2 42
Freguency rate (LT and MT0™ 8.2 128 59 "5 7.8 1
Fotalties 0 o 0 0 0 [
Loat days it foe i roconded lost ime nines w7 2577 0] 87 31 14
Avaragn iost dirys par iost ima njury {Saverity min| M5 143 % L1 8.2 24

* 1140 Tl O YT o TV FRAN DL Wi
** rat incusding st tire infuriem
** g Ingiuring injures maguinng frat s nesimend oy

Tiokind ety vl WACHD Linn® ule ity ey Aciadd Tt e ol iy Buatts s 1 Dur Pt tiplricss. Thi Bt ety O bicrce it bt in Fe' o indita
Apm Pimand smployens
1HEAD8 IPutial NCUMTBS B8 B MSuT of B work eimsd ncaant. Doas not ncics SomMULRGTecass nrel
P12 metirc: P b unceried 10 inChude SQiCratios: days ncured i Y13 for (ot B e repcrid in FYEZ
b Biverity rude ke FY12 had boen updaled 10 kst soditional iost daya Péumed in FYR Kor lost e inuried meporind in FYE2

In the white collar world, the regional bank Vancity has in past reports included
lost time due to employee illness.

MMurnber of days lost due to employee illness

The increase in days lost due to emplayee illness was primarily due to an increase in
pregnancy-related and stress-related short-term disability leave claims.

BM 201 2010 2009 2008 2007

Total days lost due

to illness i 16,529 15045 18793 1868} 15400
Absenteeism rate % & 8 7 9 10 n/a
Data includes permanent full-time and part-timae employees.
Drays bost due 1o iliness indludes time taken by employees to cane for a sick familly memier.
Benchmark [BM) source: BC HRAMA,. Canadian Credit Linions.
*Due to improved tracking systems, data now inchudes Citizens Bank. This incheion does nat affect comparabality to
Previous years.
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Total number of lost-time injuries and lost-time
injury frequency rate 2009-2013

Lost-tirme injurios LTFR
2500 1.2

2000
aa

1500
R 08

1000
Qs

5
500 0
] o
00 il o 2013 k-

— LIIFR

Los2-Ema injuries

Anglo American - trends in lost-time injuries

Stockland Annual Report 2013

Wellness is liable to be an area of
increasing focus — measuring and
reporting on how healthy populations
are. Some nation states are beginning
to report more incisively and
transparently, and companies are
coming under pressure to do the
same, even if few do so as yet. The
underlying issue is who is willing

to take responsibility for wellness

as a performance area, whether a
government minister, chief executive,
CHRO or Chief Medical Officer.
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2.7 HR/people strategy and goals

While it might seem obvious to point out, organizations should specify their
main HR goals, and match metrics to these — with an evident linkage to valuable
business outcomes. Core gquestions are ‘how did we do against previous goals’
and ‘how does this inform what we aim to do next'. This information is, however,
not yet systematically present in annual reports.

In an earlier report Indra provided a good example of how to report on goals,
and hence give mare color to human capital strategies than one gets from
metrics alone.

04 Pertormance The Year's Our Busshitses Qur Stakeholders
and Future Achievements
Shanehoidars Employees Oients Suy mekonmant L ons

Commitments made

in the Annual Report 2010 Progress made In2011

Cantinuing %o promate acsans that wil egrove rapmatisnal rolout of the Knowledpe Sharing
1 BENIE O EnSWIDDRT G NINSVATSn Wi et Forms "Thin Inewovarioe!, ar
emplyers. Laurch of the Tpen Dalogues’ consultations EMpioyoes.

Corminue 10 encourage the creathity and mnovation

{ontinue to enoourage the creativity and inmovation
of eur professienais

of our professionals

Impring intemal communications and the fow
of informaren as eneway 2 srengthen compary

Lavreh af (e Internal Commomieation Maxier Plan

mpeovng interral eomyronizations and the fiow
of informazon v one way 23 sirengthen compary

[-T1.0 3 [T

Continung topromote: Talent Develooment Fadditiona] assessmients for the Diset tion Team

Zndd edition of the Manapemerst Team Deveicpment
Program in'Spain Launeh of the functional and specific schediles hor
Mangpement Team Development Program in Latin corpotate furtions,

America Launch of & new Enginth Certificabon Progeamn.
junar Traming Plan, Lanmeh of a rew Cer on Program for the
Laurch of the Next Prograr for high poterial Maragoment Tear an exterral inssitution
nchnidusiy Leunch of Marwmement Tean deveiopment et tiom

hanging the: technological platform that supports
Shanrg Knowiecpe and formal tranirg

[ontinsng fo foster deenity s agpreernent weith the inteligeree and Socety

Fourdation for the integration of highly -gifted

[ortinung the local mmplementatianof corponate
ot and adapting them to the loraliegisiation,
v sotiyl gred busness needs in each country.
Lasrchol the Buldng Cpeiteropen nMoxo b Defirtion and leunch of the Roavagrment Proces
the integration ol peopiew ih deabiltes for pecpile wha are compieasdy and permanenly
Participation in Gy Doy Speainy dinablod

Larchal the Dyverty lommitiee mplementation of equality mesures and sooud ad
Larch ol fhe “wimen ard Leeder syl nitutae gerdie hatenament provenion profoood inSpen
Compliance with Woman's Empowoerment Principles

Devweiopmen: of an Empioyee Relatons Management  Laurch of the Tpen Dielogues” conaultations. Tortining to develog tha O
Syxtem with the [sunch of now o

Liberty Holdings provides some information on their people strategy without
going into a lot of detail.

Libarty aims to be the employer of choice inthe financial services industry. In order to achiove this, a
talemt and transformation straleqy [(1I'\|1I<:'|i‘(1 in the |Ix-|.-_]mm below) is in |J|‘:-1f.'cl 1o direct ln.arlagji!m:!nl
of its people

Embed people management processes that serve to improve
retention and morala

F the attraction and retention of key talent. Segmented
2010 el B
PPN P o et e ough atrecting new and
Maximise the performance, engagement and productivity of our
11 - 20 people

A consistent theme has been improving levels of retention and morale across the business. Good
progress has been made, with voluntary staff turnover below Liberty's internal target of 11% for the
past three years. Dedicated executive attention and a focus on building a human resources model
that enables the business to attract and retain the best talent has resulted in progress in these areas.

With the execution of the group's strategy being highly dependant on the depth and strength of
offective leadership, a process aimed at assessing current skills capabilities and identifying areas
for improvemant was completed in 2011, The assessment provided an indication of skills gaps if
Liberty were to achieve its growth targets, as well as where its skills are sufficient to achieve the
group's objectives. Specific focus has been given to recruiting skills where gaps were identified and
further strengthening leadership capability within the group.

Few organisations yet
specify their people
objectives in terms of
desired business results,
and systematically
report how they meet
these goals.

Indra Annual Report 2013

Liberty Annual Report 2013
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2.8 Labor relations

There is relatively little information on labor relations. The kind of information
reported includes

* % of workfarce that is unionized

e upcoming negotiations

e grievances as a percentage of total employee base.

This paucity might seem remarkable given the potential disruption of the
business in the event of disputes. Obviously this risk is greater in some
organizations than others. If an organization achieves high engagement scores,
the probability of disputes is logically lower [although this doesn't always follow
in a variegated workforce). Investors should certainly wish to have confidence in
the quality of internal relationships.

Labor relations is rarely reported on, despite the obvious
significance for performance. Likewise, there seems
little linkage with reporting on employee engagement.

Vancity includes information on grievances as shown in the graphic below. In
a previous report, when there had been a jump in grievances, it included an
explanation for why they had increased.

Of the six grievances closed in 2012, two were substantiated for harassment. Two grievances remain pending with
one closed from the three pending grievances in 2011.

2012 2011 2010 2009

Total number of filed grievances related to human rights # 7 12 4 6
and harassment
Total number of grievances reviewed or addressed (file # 1 3 0 0
pending)
Filed by men # 0 0 0 1]
Filed by women & 1 3 0 o
Total number of grievances no longer subject to action or # 6 9 4 -]
resolved
Filed by men # 1 1 0 2
Filed by women # 5 3 4 4

Gnevances refer to legal actions, complaints registerad wth the organization or competent authonities through & formal process, of instances
employees

of non-compliance repored by union and non-unionized . Some grievances ane filksd on bahalfl of a collective group.,

2.9 Leadership

Leadership naturally matters to investors. but can be difficult to report on. Top
executives have historically been reluctant to open themselves up to close
examination, although they are increasingly more willing to talk about attracting
and developing a leadership cadre. The most insightful information about
leadership quality potentially comes from employee surveys ([depending on
what's asked and what results are actually revealed).

The kind of information that gets reported. if anything. includes

e brief biographies of leaders
e information on who has joined and who has left
e succession planning

e development processes.
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Taking a more structured approach
to succession planning (Aegon)

‘It's important that, as an organization,

we have the right people in the right
jobs. As part of our talent review, we
have defined “leadership qualities.”
We are now identifying potential
future leaders and are putting in place
a detailed succession plan for senior
positions within the company. Over
the past two years, there have already
been changes. We have named new
business unit CEOs and CFOs in
Europe and the Americas. and for the
first time, we have appointed a CEO
for all our businesses in Asia.”

Initiating a company-wide talent
review (Aegon])

“We have launched a talent review

aimed at identifying strengths and
weaknesses within our workforce.

A first stage has already been
completed — for managers at the
two levels immediately under our
Management Board. In 2012, we'll
extend the review to other positions.
The review will allow us to map
existing skills and capabilities, as
well as address areas where further
training and development are needed.”

Aegon Integrated Review 2013
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Aegon describes its succession plan and talent review, indicating, if nothing
else, how important the company views this. See the sidebar on p32.

In 2013 Aegon stated: “In choosing new managers, we work to a pre-set list of
“leadership qualities”, tied to our corporate values of bringing clarity. exceeding
expectations and working together. Over the past year, we've also deepened
our talent review; we've mapped employees’ existing skills against our
requirements in key areas of growth for our business — like online distribution,
and customer research and intelligence. Where there are gaps. we are recruiting
new people and new skills.”

Leadership is the human capital topic of most interest to
investors. Some organizations are beginning to include
insightful information, but few much of worth.

2.10 Organization structure

Organization design is arguably the most overlooked area in human capital
management. While organizations are continually reorganizing. it is rarely an
evidence-based or even theory-based practice. (Too frequently changes are
driven by reacting tactically to pressures, and by internal paolitics.)

The kind of information reported on includes basic information on arganization
structure, and perhaps some commentary on why the organization is structured
as itis.

Here is a rare example of reporting on organization structure, once again from
Aegon.

Improving coordination and management at corporate headquarters

We have appointed a new Management Committee, bringing together
members of AEGON's Management Board, and other senior managers from
local businesses, and AEGON headquarters. The objective is to improve
coordination and speed up decision making.

Taking a more global approach to key business areas

In 2011, we created AEGON Global Technology. bringing together all IT
operations. We are also putting management of other key areas on a more
global footing, including Human Resources, Brand and Sustainability.

The design of a company is one of the most overlooked
areas in human capital. Few companies share anything
genuinely insightful that informs about future value
creation.

Workforce planning is a topic that
few organisations address sufficiently
openly in perfarmance reporting.

This encompasses recruitment and
talent management, but involves
more besides. Quite simply, what
stakeholders should want to know

is how good an organization is at
anticipating and addressing skills
needs — in general and in comparison
with competitors for talent — and thus
underpinning future value.
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2.11 Recruitment & Talent Acquisition

Given that recruitment is such a key issue in human capital it is surprising how
rarely firms report on it. Investors should be enquiring about quality of hiring
and retention, especially for pivotal jobs. The ability to report meaningfully on
that is crucial — see the sidebar for some pointers. Some information would

be so sensitive that reporting should stop at the board level. However many
companies do not measure quality of hire at all—a serious oversight that should
concern investors.

An important human capital metric is talent acquisition.
Little or no data tends to be reported about this.

Here are two of the rare examples where recruitment is mentioned at all.

DIMO reported the number of people hired (567, a 31% increase in staff size] and
noted that 9.3% of the new hires were female.

DSM listed the number of new professionals hired, the percentage that were
non-Dutch, the percentage of women and which regions they were hired into.

Mew hires by region
n%

S g 2 Wamz W23

£i]

[r— Flost of Furopn Mot Arerca T Flost of Ade-%acsic

2.12 Rewards

Since a good deal of a company’'s budget is invested in employee compensation
it is reasonable to expect good information on how that money is spent. In

the UK and South Africa most of the detail about reward is focused on senior
executives; considerably less detail is reported by companies based elsewhere
in the world.

Percentage of IR Companies Reporting on Remuneration of Executives, by Country

o% 108 20% 0% Aps SO% 60 08 20% o908 100%

United Kingdem

South Africa

All others

Iq i
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Business value — impact of
recruitment

What factors about recruitment save
costs, enhance productivity and
improve the talent gene pool? Here
are some important ones.

An appealing employer brand that
attracts and retains desired talent.

An effective process to match
the ambitions, orientation and
capabilities of recruits with
company needs and culture —i.e.,
fit'". This is much more than just
judicious use of assessment and
selection tools.

Thorough analysis of key roles and
workforce planning needs more
generally.

Onboarding processes that
minimize the time to achieve full
productivity.

Ongoing development and retention
processes that minimize unwanted
churn and maximize the effective
deployment of talent.

All of these can be evaluated and
rated through conventional and
emerging measurement tools.
Organizations doing this well will
create important competitive
advantage for themselves.

Royal DSM Integrated Annual Report 2013
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In the UK and South Africa most of the detail about Reward — what some reveal
reward is focused on senior executives — elsewhere * Pay philosophy — e.g. ‘pay at the
considerably less detail is provided. median of similar companies’ ‘e

pay for performance’

There is of course a lengthy and continuing debate about ‘pay for performance’. * Rate of increase in pay

The heart of the issue is not the total amount of remuneration — for the
individuals or the company — but whether the way it is applied genuinely
increases organizational effectiveness and long-term value. While we cannot do
justice here to what is a complex and convoluted subject, we can make these
simple observations.

— Average rate of increase for
employees below the managerial
level

— Average rate of increase for
managers

— Average rate of increase for top

e Asyet there s little in corporate reports that explains how remuneration management
policies generate long-term value and meet stakeholder objectives.  Minimum wage ratio [i.e.. entry
 Some regulatory regimes — more in Europe than elsewhere — have level wage / local minimum wage|

or entry level wage compared to
a 'living wage’ (as estimated by a
third party)

been taking steps to address concerns about allegedly excessive senior
management pay and bonuses.

e This applies particularly in the UK, where the Financial Reporting Council « The number of employees wha hold
has in recent times twice stepped up its requirements for listed companies shares (and the number wha hold
to explain themselves and take a longer-term perspective. It remains to be mare than 1000 shares)

seen what difference this will make. + Salary by level of employee [see

What about the rest of the organization and its pay bill? 38% of firms’ reports Natura example on this page)
include a substantive discussion of their approach to employee compensation - CEO compensation as a multiple of
while slightly fewer (34%] include a substantive discussion of talent pipeline entry level wage

issues.

See the sidebar for some examples of what is reported by some [but not many|

companies.
However. it is still rare for any one company to report in any comprehensive way Annual reports do not
about its pay philosophy and practices, still less to indicate how this helps it yet provide convincing

competitively from the short to long-term. Iranically that intelligence certainly
exists — recruits and recruiters will typically be focused on finding out as much
as they can, and in practice there is no shortage of data sources.

evidence about how
companies’ approach
to rewards enhances

Natura provides more detail than most.
performance and value

2013 Average Total salary Total variable 2013 Stock — indeed' so far few
number {in millions) component Option Plan
{of employees) (in millions)” (number of options)® attem pt to do so.
Board 9 451 183 -
Exgcutive committee g 878 10.03 588,431
Senior management and a7 98| 1566 1,281,153
directors
Middle mzanagemens 482 78.15 3145 -
Sales force 1,601 109.69 1256
Sales force 832 55.66 49.15
Operational 2,370 6407 12,64 -
Total 2013 5,409 360.57 143.32 -

| Total salary: takes into account average anmuel base salaryin |2 menths (withowt charges), and owertime. 2 Total varable: Profit share and sales
bonus (with paid weesdy rest) paid in year 3 2013 Stock Options: number of optiors granted in 2013

p35



THE SMARTER ANNUAL REPORT — CREELMAN LAMBERT & McBASSI

2.13 Spending

Any estimation of value creation must include understanding of what is being
spent in the first place. Analysts will be interested in ratios, to aid comparison.
However, interpretation of cost data is very context-dependent, and so the
guality of the accompanying narrative is important — otherwise ratios become
misleading.

Less than half of our sample reporting their spending level on employees and
only a quarter broke down spending on employees into its component parts.
Only one firm in our review stated its spending level on contractors. Here are
some examples of what some companies did report.

e Total employment costs
pioy Natura Annual Report 2013

e Total spending on salaries

b Spending on employees asa percent of revenue
Net sales per employes

* Revenue/employee X 1000, o v woihted morsga hossecurt
* Operating Profit/employee - = -
Once again, practice is often patchy — little data, but not a lot of meaning. .-

An example of how DSM reports on net sales / employee is shown right.

Investors can calculate ratios like ‘net sales per
employee’ on their own, but some companies think this
important enough to merit its own graphic.

DSM — Net sales / employee

2.14 Talent retention

Prablems with talent management can undermine the best strategy, so Regretted losses as percentage
. . of highly rated employees (%)
investors will want to be reassured that there are no red flags. Here are some 10
examples of what is reported. =

* Turnover by gender s &7

° Regrettable turnover

e Internal transfers and promotions

e Reasons for turnover [retirement, resignation, deaths outside work, layoffs) 2000 2000 2011 2002

Barclays Africa Group reports on regretted losses, with an example shown right. Barclays Africa Group — regretted losses

Atlantia makes the effort to show why turnaver is occurring and breaks it down
geographically, below, and also highlights internal mobility, shown right.

Histy W Abeosd Horizontal and vertical mobility

=== Causes for termination
¥ Horzontal 1 vertcal
45.0% 4= 09

Resignations Layoffs Retirements Deaths 2011 201% 20173
outside work ;

1,284

701
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Danone provides a potentially useful breakdown, by showing the turnover by
gender and job category.

% of departures(*) 2012 2013
Women 15% 15%
Men 7% 16%
By category
Staff, Supervisors & Workers
- of which women 15% 16%
- of which men % 16%
Managers
- of which women 14% 15%
- of which men 1% 16%

(*) 'This indicaror is calculated as per Danone-IUF convention, by raking into
account external recruitments and departures
(**) Social Indicarors Scope

In an earlier report BNDES provides a detailed breakdown of turnover by age,
gender and region. [Note SP = San Paulo, RJ = Rio de Janeiro etcl; this has not

been updated.

Between 31 and 40

Between 41 and 50 1 004 1 0.04

Between 51 and 60

Over 60

Up to 30
Between 31 and 40 3 o 3 on
Between 41 and 50 2 007 2 0.07
Between 51 and 60 42 153 42 153

Over 60

Danone Annual Report 2013

Barclays report not just
on turnover but on the
more meaningful metric
of regretted losses.
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DIMO provides even mare detail. However percentages rather than just raw
numbers would be more helpful in making sense of the data.

Employee turnover in year under review by gender. age group and position is illustrated below: /

i ﬁﬁi’% Y ) T::.ff

D rectoes £ M:n:unmeﬂt Manmnﬂnt Snlﬂ? fwl'l’ U hK\l'
// /”/’7 /7 ’7’7 /’ 7

/:'///.// /// D // 7L /f’///// ZZ /z’/

1-30 : : - : 10 3 % B 47 7 34 - n - 31 £}

3140 . . 1 2 15 1 4 N 14 - 4 - 3 - &1 3

41-50 . - - - & - z - 2 2 1 = 2 13 i

Sl = - 2 - 4 2 1 - 4 - 2 ] 15 1

Tetal - - 3 2 35 4 57 B &7 9 43 - jJ 2 X4 B

Employes turnover in year b.lnd'er review by reason for separation is illustrated below: /
i) /M ///// il

Reason Total FP'{E"IHQ(‘ Fescentage of

Categary Total Tusmover

/.—7/?///////////////

Volumtary nr 242 B6.88% 97 19%
Fermale 25 100.00%

Dismissal Male E] 3 1.34% 1.20%%
Fernale - - 0.00%

Rtiremment Male 2 2 0.89% 0.80%
Fernale: - - Q00%

Death Male 2 2 089% 0.50%
Fernale - - 0.00%

Tistal 249 249 100,00 %

2.15 Training & Talent Development

Effective investment in training. and in talent development, is a central issue
in value creation. Most companies give some information, although often that
is descriptive. Just a third of our sample reported what they spent on training
— gross and/or as a percentage of staff costs — and/or the number of training
hours per employee.

Here are some examples of what is reported.

e Amount spend on training

e Hours of training / employee

e Training as a % of staff costs

e Quantity of employees trained

Typically the reader is left to guess at the efficacy of any investment in
development. Of course there has long been debate about the quality of
measurement of development activities. Basic tools include the Kirkpatrick
and CIRO models, and employee survey data can be telling. New technology
tools promise mare precise assessment of cause and effect of both formal and
informal learning. However at present few companies provide stakehalders with
evidence of effectiveness.
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Training spend is one
indicator of investment
in talent and skills -
necessary for value
creation - but should
be accompanied by
evidence of efficacy.

Employer brand

This encompasses all aspects of
performance, and thence reputation,
as an employer. There is considerable
potential for reporting more and
better about how an organization
compares.

* Employee surveys can provide a
wealth of internal data

» External surveys and data sources
also offer important insights about
the ability to attract and retain good
people.

Reputation as a place to develop skills
is one facet of this, although data on
this should be coupled with insights
into talent retention.
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Mostly what is provided is descriptive, For example, CLP describes how its
training supports recruitment of technical talent.

Introducing New Talent
A number of initiatives have taken place to ensure the ongeoing supply of technical talent. For example, in 2011:

* in Hong Kong we continued with our Recruit Trainees/ Apprentices programmes and recruited more than 50 students;

+ we enhanced the co-opt programme with the Yocational Training Council of Hong Kong and offered placements to their
students, which also facilitated the recruitment of Technician Trainees;

* we extended our graduate trainee recruitment to the Mainland for the first time 1o strengthen the awareness of CLP in the
Mainland and to expand the pool of candidates; and

* in Australia, TRUenergy launched a Graduate Program across a range of tertiary institutions to ensure a quality pipeline of
graduates for critical business units in 2012,

In recant years, as the CLP Groug's activitizs have expanded beyond our original Hong Kong base, we have faced the challenge
of developing and managing an increasingly diverse workforce across a growing range of assets in widely differing markets. We
believe that we are meeting this challenge to the point where the diversity of our werkface, the breadih of oppertunities cpen 1o
thern and the varying demands of different markets is now helping to enrich the capabdity of our staff and to raise their capadty
to respond to new davelopments in our industry and in our business,

Standard Bank provides more data on training than most, with an honest
commentary on the numbers.

o586 it o T

Employee headecount per business segment 48 808 49017 51 656
Perscnal & Business Banking 21254 2073 20781
Corporate & Investment Banking 2 384 314 3203
Enabling Functions 18 583 18882 18 501
Liberty 6587 6281 5 752
Discontinued operations 0 o 2419
‘Women

Wamen employees % 5 57 57
Women managers % 47 a7 46
Women executives % 24 23 21
Leadership and graduate development programmes.

Leadership development programme participants 2 858 2498 1101
Graduate development programme participants 184 181° 1457
Training spend

SBG Rm 638 BO5? 484
- Training spend as a % of staff costs % 2.4 2,67 2,2

Truworth includes a substantial amount of data on their training initiatives.

Skills development summary 2013 2012
Skills development expenditure IR million] 83 a1
Skills development expenditure as a % of payrall (4] 8.6 9.6
Number of employees frained 9 408 Q829
Black employees os o % of employees troined (%] 93 93
MNumber of employees frained in scarce skills 8006 5686
Black employees as o % of employees trained on scarce skills (%) 95 Q0
Mumber of leamerships completed 1468 209
MNumber of employees on internships 194 109

Technology and performance
reporting

Technology is providing new tools
that can provide far greater depth to
performance reporting.

* Big data techniques — generating
analyses from comparison of
disparate sources and/or large,
complex data sets, and using
correlations to pinpoint cause and
effect as never before.

* Sensing technology — new means
of collecting data, including
wearable sensors.

* Sentiment analysis — analyzing and
correlating social media from within
and outside organizations.

To take advantage of this capability.
organizations — and their HR
functions — need to have adopted well
integrated information systems, and
to have resolved issues about privacy
and data security.

Standard Bank Integrated Annual Report 2012
and Truworths Integrated Annual Report 2013
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2.16 Conclusions

It would be convenient if organizations could simply flip through this chapter
and imitate ‘standard practice’. However, as you have seen, there is too much
variety to do that. Furthermore while one can make an argument why each of
the examples in this section is potentially useful to stakeholders, reporting on
everything is simply too much.

In reviewing this section and deciding what human capital information your
organization should report, consider four things.

° What s the essence of our value creation narrative? Focus on the people
factors that are most important to that narrative. That focus will make it
easier to cut down on the wide range of potentially good things you see in
this chapter.

* What do stakeholders expect? There is some data that stakeholders expect
to data see, such as statistics on diversity. You should include those even if
they are not central to the value creation narrative.

e What s practical? Improved reporting on human capital is a marathon not a
sprint. Do not take on more that is practical: plan to improve each year.

e Should some data — financial and non-financial — be presented in additional
‘drill-down" ancillary reports, because they are not central to explaining
the value story but are useful for particular stakeholders or for regulatory
purposes? - See 3.5 on ‘Materiality’

Our recommendations in Chapter 4 provide further advice on how to integrate
human capital into smarter annual reports.

Effective information management, an area where HR
has historically struggled, is now widely recognised as a
critical test of the function’s usefulness, particularly in
facilitating performance and value creation.

p40

New Zealand Post @

“We treat human capital as part of the

strategic story, not just some metrics.”

Peter Taylor, Head of Performance & Reward,
Group People & Culture, New Zealand Post

How involved is HR?

It has not been easy to assess
authaoritatively the extent to which
HR has become more involved in
corporate performance reporting in
companies that are adopting the IR
principles.

We do know of a number of
instances where HR leaders have
very clearly become a central player
in the process of articulating their
organization’s value stary.

Equally, in regular dialogues we have
with HR leaders in large organizations,
itis evident that many — especially

in companies that have not yet
adopted IR — do not yet see this as a
critical responsibility for them. They
experience many pressures, and
some are not necessarily keen to add
to their burdens. In addition, many
are frankly struggling to overhaul
inadequate HR information systems.

That s likely to have to change, as the
pressure builds for better explanation
of human capital’s contribution to
organizational performance and
prospects.
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3 Good integration practices

This chapter answers the question “How have firms tackled the idea that
corporate performance reporting should be integrated in order to tell their

value creation story?”

3.1 Who is attempting to tell an integrated
story?

To get a sense of the state of play we systematically analyzed the content
of the 62 "trial’ integrated reports included on the IIRC website. This sample
provides a solid foundation in assessing how firms have begun to use
integrated reporting.

While it is not known how many organizations around the globe have developed
integrated reports. we have identified some 140 companies — which we listin
Appendix 2 — that have sought to follow the IIRC guidelines. Figure 3.1 shows
the geographic distribution of these, revealing that

e the UK and South Africa are in the lead, followed by Brazil and the
Netherlands

° USA comes next with 10 but, given its large number of listed companies, in
reality this represents limited take-up

e much of the rest of the world is somewhat in arrears, with China being a
notable laggard in reporting integrated and non-financial information.

Many companies featured by IIRC do not follow the
framework closely, and don’t all call their publication an
IR. Nonetheless, one can still draw useful lessons from
these examples.

- South africa 19

~

FIGURE 3.1: Geographic Distribution of IR Firms

pa2

“One unanticipated outcome was the

positive impact the report had on our
team. Preparing the report brought
peaple from many different parts of
the company together. You end up
working with people you normally
wouldn't have a lot of interaction with.
So we worked together and, when you
get an award, it is for the team—that
all builds a great camaraderie.”

Azola Lowan, Head of Strategy and Investor
Relations - PPC Ltd.
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The relatively large number of South African firms using integrated reporting is
the result of The King Code of Corporate Governance Principles for South Africa
2009 [King Il which requires a 'halistic’ and integrated representation of the
organization’s performance in terms of both its finance and sustainability.

In the UK the Financial Reporting Council has encouraged its 900 plus listed
firms to make progress on integrated reporting and focus on long-term value,
without the requirement of a legislative imperative but with increasingly
demanding guidelines. However, unlike in South africa, public sector and
charity organizations are not included in the UK's formal corporate governance
framework.

Figure 3.2 shows the industry distribution of integrated reports, with firms in
consumer goods/service being the most predominant, and utilities being the
least common.

Financials

Industrials

Consumer Goods
Basic Materials

Energy

Technology + Telecom
Utilities

Consumer Senices

Health Care

Non-Frofit

'""Iu||

2
&
&
8
ES
B
Ed
8
E

10%
FIGURE 3.2: Industry Distribution of IR Firms

As can be seen in Figure 3.3, firms using integrated reporting tend to be quite
large — with a median employee base of around 27,000 employees (the mean
was over 53,000 employees]. The largest firm in the sample had 839,000
employees, while the smallest had 456.

% of Companies
5% 10% 15%
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]
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Fewer than 1,000 -

1,000 to 4,999
500010 5,999

10,000 to 24,999

|
|
|
1
N
|
|

# of employees

50,000 to 99,999

100,000 to 459,999

FIGURE 3.3: Distribution of IR Firms by Number of Employees

“Senior executives provide strategic

vision for and management of
companies, but companies’ most
important assets, and often highest
expense, are their employees, as they
ensure the execution of strategic
visions are completed successfully.
Based on this, and as long-term
investors, we believe increased
disclosure and transparency related to
human capital measures, particularly
types of and spending on training
and development, compensation for
key employee positions — especially
those interacting most with external
customers, turnover, employee views
on company leadership, and employee
engagement — will help us better
identify companies that are more
likely to generate returns on invested
capital above their weighted average
cost of capital and realize outsized
returns in our investment strategies.”
Keith Mills, Partner, Director of Research,

and Research Analyst - Trillium Asset
Management
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3.2 Strategy maps

One way organizations attempt to show the integration of various factors (e.g.
financial, human capital. environmentall is through a strategy map. In the two
examples below, we show progression in order to improve understanding.

In its 2011-12 report ACCA (an accounting association, not a listed company| F; !
asks four good guestions which could be adapted to almost any firm. I t}\" l

ACCA Annual Integrated Report 2013-14

* What will the council look for? [i.e.. what does the board look for?)
* What will members invest in? (i.e., what will customers pay for?|
°  Where must we excel?

* What must we learn and develop? (i.e.. what are the key drivers for the areas
in which we must excel?)

It would be relatively easy to take this map and drive down to what needs to
happen with human capital (image shown below].

A strategy map is a natural way to show how the pieces
fit together, but it can get complicated.

Sustalmablo greasth
3

Leading giobal prefossional

B Accourabibly

r il . " and integrity

Messire: gras sparsting surplus accountancy body in reputation,
What will Major risks: rfluonce and dze B swwhoder
Counil * Quaiificazion delvery development risk — Measure: # of members bk :
look for? * Worldwide legislative complexity Whain igks: B innovation

* Changes in szudent behaviour due 1o " UK sudit recognition issuses
more fexile exom delery
i

Accountancy qualifications which are required Lead and shape the agenda of

by employers | the professon

Measure: Member retenton le— Measure: % of emplayers who ‘

believe ACCAS policy work

Wihat wil pramates puble value

members
invest in? {
Glabal recognition of the ACCA brand

Measure: Market share against key
niamational compatiion

Wajor risks: Increased protection’sm

Recruitment and retention of our
muembership baso

WMuasure: # of ACCA Qunlficrion students

Customerfocused delivery of products
and sorvices

Measure: % of Servios Delivery SLAs mat

Development of

melevant products,
sorvices and brand

What k
i Major risks: — Moasn: Student
must we
T * |meented comsattan from ather coreet nathy Lk drdguibbigind
excel at? o ¢ satisfaction
Further global economic stagration
* Esams process failute
" Incomec: pricing dedsions
| Peopls with the knewledge and shills
required to deliver the strategy
M Employes ergag
What T ’
Must we A technology-enabled, integrated and An allgnad anganieation Knowledge of
lsarn and ufficiont global infrastructure Me w: Employees who understand markots and
davalop? Mensure: % of IT SLAs met their contrbution 10 our srazegy stakwholder nowds
- Major rizks: +— and aspirations
* 1T instabibity r:;::m“:
. L A
Cybercrme and cata protection bt

p44



THE SMARTER ANNUAL REPORT — CREELMAN LAMBERT & McBASSI

ACCA then consulted stakeholders on the way it sought to present an
integrated picture, and consequently made revisions for its 2012-13 report. A
much mare comprehensive business model was presented as a result.

Makriirarg aed promoting the

Pl brien fobimioes OURMISSION e pothink et PP S—
T T
o=l
S e
bk ptah
= | o1l
?_‘;-.}"_,, BUSINESSES IN ALL
ir gt SECTORS THAT ARE
OFEEI
THAT HELP GROW
[ 4 III."NO
))- vl SAFEGUAND THE
*i. i‘ *i ¥ INTERESTS OF THE
PUBLIC AND SOCIETY
L, ——
A =
£ W
:“wiomm PUBLIC VALUE
— _ &yl
: i
‘Oppoeturdty Citvarsity At by tegiy
OUR VALUES
Here is a strategy map in the 2011 report from BNDES, the Brazilian
Development Bank.
Corporate strategic map
PERSPECTIVES CORPORATE STRATEGIC GUIDELINES
E Prioritize investments
Emphasize: production Support Inltiatives  In Innovation,
capaity, regional and Investments  soclo-environmental
development, generation  act comprehensively, to modernize development,
of employment, corporate yith a precise focus  Institutions, Infrastructure and
governance and on each of the companies and the surrounding areas
Internationalization Bank’s divisions public agencies of projects

Improve risk management, J
Increase total assets Develop, expand and diversify  assessment and valuation
and strengthen the the sources of funds in the methodologles for

capital structure country and abroad projects and companies

- - F S
Corporate Integration - External Relationship - Corporate
. : Management
. Strengthen ties with
. Support the the National Congress, - Implement
* creation and resource providers and  © Integrated
Utilize the financial * Implementation  banking control, : management of the
Instrumants in an . of government  regulation and + Bank's resources,
Integrated fashion : policies supervision agencies < processes and assets

- - -

Value paople, promote knowledge and the analytic
and operational capacity-building of the Bank's staff

This shows some critical issues on the minds of leadership. However it takes
more work to read through than ideal. In the subsequent report (2012), the map
is cansiderably simplified (see averleaf].
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Strategic Map corporate Linking strategy objectives, KPIs,

Competitive and Sustainable Development risks and outcomes
Deloitte’'s Annual Report Insights 2074

F::ﬁsﬁ;ﬂiz:::; Contribiati b rodiadand = a.surlvey of 100 listed UK Fompanles
P production inclusion — highlights a lack of cohesiveness
Brazilian companies . )

and linkage between the narrative
about strategy and performance, and

the numbers at the back of reports.
Foster innovation, sacio-environmental sustainability and regional development Deloitte assesses that only 29%

Expand investment in
infrastructure

showed up front how their report
linked together — exactly the issue
that integrated reporting aims to
address. [Only 5% of companies in
Diversify and integrate Strengthen equity Improve risk management the survey mentioned integrated
financial products structure and return reporting.) Segro is cited as one of
the few that articulate such linkages
effectively (p.6. 2013 report].

Strengthen the BNDES' image and presence
concerning its primary public and
society as a whole

Foster better management practices and
corporate integration

Foster an organizational Encourage professional and Value personnel management
environment that personal development aimed at results and
boosts innovation for staff performance assessment

However, we would observe of both BNDES tables that,

* as strategic statements, there is not much that is distinctive — where are the gLl

real issues here? 201 Z
|

* well-chosen measures that are indicative of integration and speak to how
well these priorities will be met, or have been met, would greatly strengthen

. BNDES Annual Report 2012
their approach, and

e although piece-meal data is provided that supports these tables, many
pages have to be scanned — and the evidence is incomplete.

Although a handy table or index is provided of text that relates to GRI criteria,
this falls short of actually presenting hard evidence of accomplishment.

This is just one example of disconnects that are quite common [from a report
that is better than many others in terms of meeting IIRC guidelines|.

Organizations need to resolve the tension between
convincing stakeholders that their strategy is genuinely
distinctive, and the innate fear of revealing ‘too much’ to
competitors. Confidence helps, but not if it is bravado.
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3.3 Strategic insight

As well as, or instead of, a comprehensive strategy map. organizations can
share specific strategic insights. Simple insights can be easier to make sense
of than strategy maps. and more interesting than tables of metrics. In essence,
an organization might decide that a strategy map does not usefully convey how
it is creating value and so instead says "We're focused on a few big things, here
is one of them.” This focus on a few big things facilitates integration between
different parts of the business.

Beware over-elaboration. Simply focusing on a few
critical strategic issues helps pull a story together.

Astra Zeneca's charts are a good example of human capital facts that link to

a strategy. In the first chart, and associated ‘call out’, Astra Zeneca is implying
that their sales and marketing workforce in growth areas is an important
strategic issue. In the second graph the company draws attention to the
percentage of employees who are engineers. These are good examples of
metrics that make sense for their business (although they would not necessarily
be crucial in a different companyl.

Numberof emphyees at yeamnd
08 | n?l I.'HO
09 024 | I.?Io

3
it _
[ —

. Mumber of engineers
W Total employees

Indra, a Spanish information technology and defense systems company.
pravides a rare example of articulating how its business strategy links to human
capital priorities. In this case it discusses the importance of globalization.

“The development of our talent capturing retention and development
capabilities in the different areas in which Indra operates, has been, without
doubt, one of the keys to the internationalization of IT service activities. As
mentioned above, IT service activities are founded to a great degree on a
local service component that demands a human resource team in various
locations. Today Indra boasts a team of over 14,500 professionals outside

of Spain, which has grown by over 75% over the last year. As a result a
significant part of the work in the field of talent management is focused on
the globalization of the main Human Resource palicies.”

Sales and Marketing

workforce composition (%)

woro [
2or2 [
zor+ ]
zoro
2002

B Emerging Markets
B Established Markels

pa7
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3.4 Risk

Risk declarations are potentially one of the most valuable ways to obtain a
coherent overview of an organization’s issues. Although they are not descriptive
of value creation, risk declarations can show how the organization seeks to
ensure that value-creating operations are not disrupted, and that value is

not being destroyed. Like strategic insights. the identification of critical risks
provides a common point to integrate the actions of various functions.

Here are three contrasting examples from the mining sector, viewed from a
human capital perspective.

In international mining companies the ability to recruit, develop and retain talent
is recognised as a significant factor in long-term competitive performance. Thus
merely declaring this to be a risk in itself tells us little.

AngloAmerican highlights particular issues such as remote locations and
countries where it is difficult to attract talent. This indicates how human capital
management may affect the bottom line, and suggests investars look at

how they attract and retain talent in pivotal roles. However while the note on
‘Mitigation” is a good start in that it demonstrates the company is addressing
the issue, there is room for improvement in explaining the company’s distinct
approach to getting the best out of peaple.

EMPLOYEES Pilarsofvalue: @ @ B @

The ability to recruit, develop and retain appropriate skills Root eause: We are subject to ghobal competition for skilled

for the Group. Strikes or other industrial relations disputes labeur. Our assets and development prejects are often in remaote

MY OCOur, places or in countries where it is a challenge 1o recruit suitably skilled
employees. In the key countries where the Group operates, the

Impact: Failure 1o retain skilled amployees or to recruil iew staft majority of employees are members of trade unions, Negatiations

may lead to increased costs, interruptions 1o existing operations overwage levels or working conditions can sometimes fail to result

and deday in new projects. Industrial dieputes have an adverse effect in agreaamant.

on production levels, costs and the results of operations. Mitigation: One of Anglo American's objectives s fo be the

emplayer of choics in the mining sectar, A comprehensive human
resources strategy has been devised to support that chjective,
focuged on the attraction, relantionand developrant of takented
employees and the effective deployment of talent across the Group.
TheGroup seeks constructive relationships and dialogue with trade
unéans and amployees in all its businassas,

D No changs in risk

Commertary: During 2013, we bagan a review of our organsational
miodel and structures. The aim of the redesign is to increase tha
effectvenessand efficiency of wark performed by placing the right
employees in the right roles. Thisis expected to reduce pressune on
recruitment and retention of skills in the short term. Further details.of
the changes is provided on pages 28-30.

BHP Billiton’'s approach is somewhat mare enlightening, enabling information
on recruiting capability, employment brand, on-boarding and retention to be
understood in a strategic light.

“0Our human resource talent pool may not be adequate to support our
growth.

Our existing operation and especially our pipeline of development projects
in regions of numerous large projects, such as Western Australia and
Queensland, when activated, require many high skilled staff with relevant
industry and technical experience. In the competitive labor markets that
exist in these regions. the inability of the Group and industry to attract and
retain such people may adversely impact our ability to adequately meet
demand in projects.”

p48

Many companies
report on human
capital risk, and it is a
straightforward way to
present key issues in
one table.

"FOCUSED
_ONDELIVERY,

Anglo American Annual Report 2013

A ) Tttt

BHP Billiton Annual Report 2013
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BHP Billiton goes on to talk about their talent pipeline and what they are doing
to enhance it. Does this matter to investors? For those interested in long-

term success. it might give some confidence that the company understands a
strategic risk and is taking action to address it.

“Investing in graduate development

Our two-year Foundations for Graduates Program has been recognized as a
leader in the field and been designed specifically for graduates from tertiary
institutions. Our aim is for our graduates to build a long and successful
career with BHP Billiton. Each year we recruit approximately 400 graduates
in meaningful business roles, who each have the opportunity to work across
teams. businesses and geographic regions.

The program is facilitated by business schoals in Australia, Chile and South
Africa. It is designed to move graduates seamlessly from study to work

by complementing site-based technical development with a combination
of classroom-based and virtual learning experiences, providing a unique
insight into our business. Graduates develop their decision-making and
communication skills, access executive coaching. take part in intensive
residential programs and gain on-the-job experience analyzing and solving
real business issues.”

This declaration, in and of itself, does not prove that the people investment is
well-designed, well-run or sufficient in scale. But board members and investors
can ask themselves, "“Based on what | know, do | trust the management has
this issue covered?” If not, they have at least been alerted to probe for better
information.

Implats, a South African mining company, lists 10 strategic risks, including price
fluctuations for platinum and volatility of exchange rates. Interestingly. 3 of the
10 are directly related to human capital management (potential labor unrest, risk
of poor safety performance, and staff turnover and demotivated employees). wWe
have excerpted what Implats says about these three factors.

Group strategic risk Our response measure

Potential labor unrest — wage Striving to provide an enabling work environment
negotiations and employee that fosters open, honest and effective relations
relations climate between management, employees and elected union

representatives. Working with Chamber of Mines,
government and labor representatives to find sustainable
solutions to industrial relations challenges in the country.

Poor safety performance and an  Aiming to achieve continuous improvement in safety
increase in safety stoppages perfarmance towards the vision of ‘zero harm’. Adoption
of the cultural transformation framework.

Staff turnover and demotivated ~ Advancing an employee value proposition that prioritizes

employees safe production, offers attractive career advancement
and development opportunities as well as competitive
remuneration. Mobilizing all production teams to enhance
employee engagement and to promote safe production.

=TEA
¥

Implats Integrated Annual Report 2013
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To share one last example, here is how SASOL — which describes itself as an

integrated energy and chemical company — discusses human capital risk. In the
table that follows there is a sense of reality being communicated. not just going
through the motions of corporate reporting.

National Australia

Bank consults its
stakeholders every year
on their preferences.

Human Resources

MNon-availability
of sufficient

management and
technical skills

Sasol is reliang on sulficient managerrent and
technbeat shlls, Incuding qualified sclantists, anginasrs.
artisare and cperatos as well as seasonad maragers,
10 puriug our prowth strategy ard sustzin praductivity
in our current business.

Key challznges are aucess to required skills, ageing
population in tha developed world, shortage of skills
in some areas. competition rom developed countries
for scarce skills in the targetad aress of growth and
changes to labour regulations.

The development of management and
technical sklls within Sasol i an rtegral
part of our hurran rescuces strategy.

Sasol's leaming strategy balances
stardsrdised curficulum-based learing
with on-the-job application to achieve

a3 culturg of kife-long leaming. To devlop
future talent, Sasol runs ane of the largest
bursary schemes in South Africa. Our total
investment for the year was R54,7 million.
Cour primary foous i an developing talent
in science, technolegy and engineering
through various learnership programimes.

Failure to address
transformation,
localisation, diversity
and cultural
requirements in
South Africa and
other countries in
which 5asol operates

Transformation i one of Sasol's strategic objectives
To sustain Sasol's business, the group understands the
impartanca of craating a high-perfarmance, athieal
inclusive culture for all our employess. In this way,
w2 will bz able to attract, develop and retain the skiis
we raed. South Afvica Ras vanious laws in place to
maet the country’s transfarmation objectives. Fallure
1o meet these could haoe material conseguences

for Sasol's reputation, 0oess to resourtes, Hoenoo

to oparate and shility to attract and retain skilk
More anerous legislation, potential penalties and

show progress in acnisving emplayment equity plans
could impact negatively on Sasol's transformation
objectieos,

Cultural swareness and responsiveness is important
in the global ermdronment, 2 Sasol 3ims to bedome a
key global player. There are localisation and deversity
FOQUINEMSNTE in Many countrisd in which wo oporaty

3.5 Materiality maps

Another way to avoid a long list of interesting but un-integrated metrics is
through a materiality map.

Our sucoess in meating and exceeding
transformiation requirements &
undarpinnad by talant managsmont and
succession plinning, employrmant equity,
dwersity management and comipliance
with the broad-bagad black econamic
empowerment (BBBEE) scorecard,

Whare gaps odst, & dhversity plan

(@ suite of qualitative measures (o
Sddress racruitmant, developmant snd
ratention of under-represanted groups)
is being mplemented.

‘We participate in the broad-based
SOCO-gCanomat Empowerment Chartar
for the South African Mining and Minerals
Industry, and the South African Liguid
Fuals Charter, The group's enterprise
development amn, Sasgl ChemCity

now houses the BRBEE offica, delivering
a more integrated approsch to the five
pillars of BBBZE

Sasol temains commitied to beang
culturally sensitive and globally aware
to secceed in doing business in difforent
cutural ervironments.

Tere bty foundation
daments of Sasols
strategy are io
davalap and erpower
high-performing,
wabugs-driven prople;
and to deliver on

the South African
iransformation agenda

Financial
Report

National Australia Bank Financial Report and
People Report 2013

Materiality should be seen as a way to focus attention on priorities, and thus
the metrics that matter most, rather than just reporting on non-material factors.
Good diagrams are useful here too.

Engaging with stakeholders to establish what is material is potentially hugely
beneficial in managing relationships and building favorability, and also
addresses another key IIRC standard.

The fine print in Sri Lanka-based DIMO'’s report is hard to read but the model is
clear enough: it maps issues on a simple plot of ‘level of stakeholder priority’ vs.
‘current or potential impact” Of 19 issues listed by DIMO. 6 were human capital
issues (~30%). This emphasizes what should be self-evident: a report that does
not include insightful human capital information is shortchanging investors of
critical information.
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The human capital issues that make it to the top right (high priority/high impact)

are

e Employee Training and Education (#5 top rightl, and

e Occupational Health and Safety (#6 top right). q

Other issues listed that have a strong human capital dimension are r\

e Technical Education far Youth (#2 top middle); 2/ O (5)

e Anti-Corruption (#9 bottom rightl; o
e Employee remunerations and benefits (#16 top middle] and
* Employee Relations (#19 middle of the chart).

Materiality of stakeholder tssues DIMO Annual Report 2013
Arising from the stakeholder engagement process, the expectations were rated, assigned and prioritised.
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peotential impacts on the Group
@ Emissions, effluents & waste ﬁ Anti-corruption @ Energy consumption
@ Technical education for youth @ Procurement practices for local @ Employee remuneration and benefits
@ Customer health & safety suppliers @ Produet & service labelling
0 Economic performance 9 Customer privacy e Water
O Emplovee training & education @ Ethical marketing communications @ Employee relations
@ Occupational health & safety @ Community development
@ Compliance @ Misiiaally hehafipit inlaionibigs B Aspet Boundary whbin the crgarsacion
s Materials consumption with supplicrs B Mopect Boursdary outide the or

A healthy innovation in reporting is the use of
materiality maps.
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American Electric Power describes in detail the consultative exercise

and methodology involved in producing its materiality matrix. Note that it
distinguishes between external and internal stakehalder input. In comparison
with DIMO, in 2012 AEP only had two ‘human capital’ issues adjudged to be
material — health & safety and employee engagement — and in 2013 dropped
employee engagement from the map.

Engaging Our Employees - NEW "

A

Engaging Our Employees - NEW

3.2
AEP encourages employeas to
3.0 better understand how their jobs
v support the company's
' sustainable growth and
E 28 | I profitability so they are aligned
b . 1 with company goals and
s 7 objectives. Employees have
E 2.6 many opporunities to engage
u mmmmm———— - R R O, e e e maa - via webcasts, a company
w = Intranet, virtual communities,
w 24 - :
c i etc.
& | '
— | 1
o 2.2 ® 5@
| i
i
o i
20 | - i
v \j
- -
26 28 3.0 32 34 36 3.8

Internal AEP

Note that at National Australia Bank, now in its fourth year of integrated
reporting, design is guided by an annual consultation process across all major
stakehalders, identifying what they see as material.

There are a few welcome examples of transparency, such
as revealing how many people have been dismissed for
unethical behavior. However, this is uncommon.

3.6 Transparency

The IIRC guidelines expect companies to report the bad along with the good.
‘Integrated reporting is about communication and transparency, not just
reporting numbers”, explains Paul Druckmann, CEO of IIRC.

Aegon provides an exemplary example of transparency — “In 2011, we received
more than 82,000 verbal and written customer complaints” and “There were 11
incidents of fraud invalving Aegon employees in 2011, down from 17 in 2010".

While revealing this may have felt uncomfortable, in principle it is no different
from the discomfort of reporting disappointing revenues or profits. Companies
that face up to challenges openly are likely to be better investments than those
who seek to conceal or look the other way.

Here are two further examples of transparency, from BAE and Smithfield.
BAE Showing numbers of dismissals relating to unethical behaviour, above right.

Smithfield Showing the number of inspections accommodated, below right.
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Dismissals for reasons relating
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2013 268

It an empleyee s found to be In breach of the
Group's Code of Conduct or any other relevani
policies, appropriate disciplinary action, which
may intlude dismissal, is taken,
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In the UK, the 2012 FRC Code required listed companies to affirm that their
report and accounts are “fair, balanced and understandable”, sufficient for
“shareholders to assess the company’s performance, business model and Here is an explicit exam.p'e ofa
strategy”. According to Deloitte, only some 23% provide further details of the company — Anglo American —

) ) ) recognizing the importance of
process undertaken to support this statement. Anglo-American provides a

) . ) ) i presenting leading indicators, in this
better example than most, declaring that “appropriate weight has been given to instance in order to anticipate and

Leading Indicators

both positive and negative developments in the year” (p.109, 2013 report). pre-empt incidents.
. . Developing leading safety
3.7 Otherinteresting elements performance indicators
Here are some other features found in integrated reparts that we feel are worth To date, Anglo American has been
sharing. measuring safety performance almost

exclusively on the basis of lagging

Retail group Kingfisher's table "Creating the Leader” reflects a degree of indicators. such as the numbers of

integrated thinking. and attaching clear success measures to the themes is people hurt and injury frequency
helpful. rates. While useful, these are not
always effective as a predictor of

Creating the Leader: self-help initiatives future perfarmance. We therefore
Four themes Eight steps P— introduced a programme aimed at
EASIER 1. Making it easier for customars to improve their home Like-for-like sales growth (LFL) developing a new set of metrics

2. Giving our customers more ways to shop * Unique web users that more accurately describe the

ED IR0 RMOITRNN 0 poge 02 efforts sites are making to improve
COMMON 3. Building innovative common brands * 35% of Group sales direct sourced safety. and that improve our abilit

4, Driving efficiency and effectiveness everywhere + 50% of all product sales to be common v P ¥

For more inkmation sse page 11, « Retail profit margin to anticipate and pre-empt potential
EXPAND 5. Growing our presence in existing markets « Kingfisher Economic Profit (KEP)* incidents.

6. Expanding in naw and developing markets .

For mare information see page 13. * For definition of KEP soe page 21. seven k?y measures rE|atmg to o
ONE TEAM 7. Developing leaders and connecting pecple « Group employee engagement scores leadership, risk management training,

8 Sustainability: becoming Net Positive * Net Positive dashboard safety competence. the delivery

For mare information sse page 15. i i of maintenance programmes,

improvements to risk management,
learning from high potential incidents,

Indra, the Spanish IT services group, included an imaginative illustration of ' '
and the closing review of safety

value flows. .
actions were agreed.
Economic value generated Economi¢ value distributed and retained These measures, which make use of
data that is already regularly collected
Carstamery

by each site, provide a clearer view as
to what our safety priorities should
Pt be, and will assist us in identifying
SASESE A4S those operations that need priority

L E X R R RN B J
FENSSASLDENSNARN TSNS Db attention.

AT

Ot i o
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Anather distinctive graphic from Indra provides ratings of transparency across
the different countries it works in. part of a discussion of how to limit exposure

to corruption.

Transparency (%)

0

Wuo Howio H2wio H4iwss HMewrs Heowio
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50 &0

Craph: Ciatribution of Indras saes by Gogrow of tramiparency of the purchaeng countries.
Soune: ntanatonal Tramperency, Carruption Peruepilion Index: 207 1. haapdicpitrampanency orgfepid 01 1 el

70 80 %0 100

Finally, very few companies refer specifically to the complete set of 'six capitals'.
Our conclusion is that they are still struggling with the concept, despite the
importance ascribed to it by IIRC. Here is the best articulation we found, from ENI.

stack of capital Eni's main actions walue ereatien for Eni walue ereation for Eni's stakehaiders
= Financal structurs = Cash flow from operations. * Gaingconterm = Yields
» Ligueding reserves = Bank aans = Loweer cost of capatal = Share price appreciation
= Bonds. * Reduction of working capital » Social and ecanomical growth
» Maintsining strtegic houidiy * Leverage optimization » Satelitp acthttios
s - MEA =
= Oividerds = Mitigation of market volatilny
= Buijback * Crocit worthiness:
= Working capital optimization
financial capital
= Dnghorg and offshoe plants = Techmoiogical Lpgrade = Rgturs = fevailability of ¢ndrgl SOWTES
= Pipaiinas and storge plants = Frocess upgrade = Enlarging asset portfolio and green producis.
= Liguefaction planis. ® Imvestrrent in new b I AESLIS -
= Refineries [ bi-refinery, Green chemistry, * Reduction of op ThRies
= Oistribution netarks car sharing | = Enangy end aperational = Reduction of deeci BHG
= Power plants « Maintenance and developrnen efficiency emssions and responsible
= Chemical plants ACtiviies - ume of ressurces
= Buiidings and othes equipment * Incroase eminnment
Certifications IS0 14001, (050001,
Pt ek manufacture capital
 Technologes and intslacnial property . & Ressnh nd desinpment = Conpatitive sdvansnge = Raduction of srironmentsl
= Corporate & e o = Frah mitigation ored sodal impacts
* Corporate poveirance system +F hip with - ¥y + Trameifes of best availabie
# Inteprated ik management * Devedopmend of proprigtany * Performance technologies and know-how 1 host
* Management and control sigiems. technologics and patents * Licence 1o operate Countries
* Hnovdedpo management * Appiication of pracedures. * Seakeholders scceptandiny * Contributing 1o the fight againgt
#ICT [Green Dita Center] and systems comugption
* Auds = Gaven preducts
intellectual
* Health and salisty of peopie  Safety atwork * Ferfeemanze * Creats employment
= Know-how and shits * Recruiting, education and training * Efficiency ard presarve ot
= Experienco o the job - ith = Weliness of Enf's people:
= Engrgament = Promation of human rights * Innovation ard local communities
= Dirversity | pender, sen oty » Eni’s prople engagement = Rirsh mitigation » Incrmase and tracsfan krow-hre
| * Knowlodgn managoment - _
» Enis thinking » Welfare = Talant attraction
= Livergng on diversitg
« Enhanting indhvidus| triers. and
TEMUNErTon in
et Lo human capital
= Relagions hip with siaheholders. = Saakehokders' = Dperationat B social licence = Local socio-economical
[inssiitions, governments, = Mol with Birvermiments and locsl = Rindduction of Time in market
jes, associtions, authotites = Doniritry ehsh reduction » Cusicenons and supplers
supplers, industrial = Projects for local development and = Warket share saustaction
partners, NGO, univer sities, trads Local contert = Migramen 10 indemiional * Share of expertise with leritones
unions] * Strategic partnerships best practices and communities
& Enie beard Irrvabvemient in intemational parsl & REplAshon & Satiefaction 3nd noentie
* Competithe advasitage of peaple:
* Develonment of programmes on = Suppliers reliabiity » Promoting respect
research and training * Curstoemers retention For weshers rights
L] igrs wilth brade unions.
« Duality of sevvices renderad social and
RE R relationship capital
-
* il and gas resorves = Exploration, production, transporting, = Hydrocarben resenves growth * Reduction of gas lared
- refining and distributing = Opinx reduction = Rpduction of oil spills
» Bindhversity and scosystems 5 = Mitigation of operationial sk and blowout
= Air * inwvestmnt in new businesses [asset imegriny) * Preservation of bodversig
= Bail [ - rerfirry, G oy, - = Ceeen penducts
- = Licence 1 operate: = Corminment of watet
» Imvestrrent in technolagieal = Senksholders' recogniten conrgtion
wnd process upgrade | neEnjection and water reuse]
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3.8 Conclusions

It is easy to add some metrics on human capital and sustainability to your
corporate reporting. It is more difficult to tell a story of how they all fit together
to enhance or protect value.

Most companies with which we spoke indicated that they have not got this
right yet. Even among those who are listed as working to the IIRC guidelines,

it is common to observe changes in reports from year to year. There is a lot

of experimentation going on, which is not surprising given the newness of
integrated reporting. That will settle down, but it shows there is still work to do.

As regards the six objectives specified by IIRC, we concluded that 'strategic
focus and future orientation’ was adequately described in most reparts.
However, just over a third were reasonably concise, and consistency/
comparability and reliability/completeness also tended to be weak.

It would have been convenient for readers if we could have found examples
where we could advise ‘copy this" and 'don’t copy that'. However, if you examine
the examples in detail you will have seen how the vast majority fall in the ‘pretty
good but could be better’ category.

These are the ‘integration” areas that so far corporate reports tend to struggle
with.

e Transparency, in terms of honest self-appraisal.
° (Cause and effect explanations of how value is created.

e Discussion of the six capitals (Financial, Manufactured, Intellectual. Human,
Saocial and Relationship. and Naturall — so few refer to this that it poses a
guestion about the practicality of using this concept for reporting.

e Stakeholder orientation — some have taken clear steps to be guided by
varied stakeholders perspectives, others have not.

The majority of attempts so far at integrated reports fall
in the ‘pretty good but could be better category’.

"By improving reporting requirements

for organizations, Integrated
Reporting can bring additional
information, in particular about

the longer-term costs of climate
change, to feed into markets and
inform decision-making and policy-
formulation by institutions. If achieved,
it will lead to better-informed

and more sustainable long-term
investment, for the benefit of society.”

Mark Carney, Governor, Bank of England
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RECOMMENDATIONS
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4 Recommendations

This section outlines how to address human capital in integrated reports.

The previous chapters have shown how much can potentially be reported on
human capital, and various ways that this links to organizational performance.

However, companies should avoid presenting a long, disjointed list of human
capital metrics that do not tell a coherent story.

We propose a simple model that gives structure to the explanation of human
capital's contribution to value creation (Figure 4.1).

SUSTAINABLY PROFITABLE

Health & Skills Leadership Engagement Tale.nt
Safety pipeline

HR strategy & investments for:
Building capability / Innovation / Managing risk

Figure 4.1: Framework for Human Capital Reporting

41 The standard model

The Integrated Business Outcome of Profitability

The ultimate goal for a commercial organization is sustained profitability. The
story of how people resources are used needs to be integrated with the story
about profitability; human capital is not an end in itself. (For a public sector
body, over-arching goals can also be identified. which should primarily be about
sustained value and effectiveness in the interests of the paying public.)

The Big Three HC Imperatives

There are three major ways that human capital impacts sustainable profitability.
e Risk

e Capability

e Innovation

Risk is the easiest to understand. For example generic risk Includes shortfalls in

productivity or in the talent and leadership succession pipeline.

Capability is a positive mirror to risk. For example, being effective at learning
(from good and bad experiencel; developing and deploying skills; and having
an engaged and aligned workforce, will all increase the likelihood of sustained
profitability.

Innovation — ranging from incremental improvement to radical step-change — is
crucial to both revenue growth and long-term survivability: organizations should
explain how human capital practices facilitate innovation.

"Public sector entities are one

of the largest. if not the largest,
reporting entities in the world, so
the transparency of their financial
information is of importance to us all.
Integrated Reporting would enable
governments and their stakeholders
to gain a better understanding of
resources available and help them to
manage these more effectively.”

Betrand Badré, Managing Director and
World Bank Group Chief Financial Officer

Productivity

Productivity is also a critical human
capital contributor to organizational
effectiveness and thus profitability.
Why is this not included in our model,
you might well ask?

The answer is that we see productivity
as an outcome of the other drivers

of profitability we have cited — it is

a measure of success, and thus in
effect an indicator of whether an
organisation is likely to be, or not be,
‘sustainably profitable’.

The reporting challenge for
organizations is to explain honestly
and clearly how productive their
peaple are (capability, innovation), and
within their risk statement how they
are addressing any shortfall.
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Therefore, savvy investars want to know how human capital strategy and
investments manage people risk, build capability and foster innovation. The
report’s narrative should describe how your organization is acting to support/
improve these caore human foundations for sustainable profitability.

Tell that story. in the light of the overall business strategy. and you have taken a
significant stride towards effective performance reporting.

The six human capital categories

The broad HC outcomes of risk, capability and innovation are achieved by
managing six familiar dimensions of people management.

* Health & Safety

e Skills

e Leadership

e Alignment

° Engagement

e Talent Pipeline

The bulk of the People section of an integrated report should address these six
HR dimensions, with relevant metrics and a narrative about how they address
the three broad HC imperatives.

The key to doing this well — both from a management and reporting perspective
— is to have done your ‘analytics homework’ to identify clearly the human
drivers [and impediments tol creating value within your organization. That
process should define the specific metrics to track and report within these six
HR categories.

4.2 From standard to specific
Our standard model provides a robust framework for getting started. However,
part of the rationale for an integrated report is that it explains how a particular
organization creates value. These are the principal ingredients.
e Overall integrated story of how the business creates value

—  Strategy map

—  Materiality map
* Key Human Capital issues

— Identify the main HC risks, capability and innovation issues the
organization is concerned about — the ones that are most material,
most central to executing the strategy and creating value.

e HC performance story

— Work through the six HR categories, telling the story of what has
been achieved, mainly in the terms of what affects the three Human
Capital Issues; while also covering enough other aspects of people
performance and contribution so that stakeholders can be confident
that nothing important has been overlooked.
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through risk, capability
and innovation

Ensure stakeholders can
see clear links between
objectives, KPIs and
risks, so that they

can assess outcomes
accurately.
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4.3 What remains standard

While each report is individual, there should be some standard elements so
that it is easy for investors to make sense of the dozens of reports they will be
studying. We propose the following.

e There should be a standalone People Section.

* The Peaple Section should be part of the value creation story — neither
disconnected metrics nor a ‘social responsibility” story.

* Within the People section, there will be metrics (often presented as graphics|
to support the narrative. However there should also be a table within
the report. either at the end of the People section or together with other
perfarmance tables for example at the end of the report.

e There are a number of standard metrics that should be reported, although
what these are is still a matter of debate. Look to GRI as a starting point. and
keep an eye on what SASB is proposing.

4.4 A checklist

We have explained why organizations should develop smarter corporate
performance reports; summarized what other firms have done; and shared

our model for reporting on human capital. Here is a checklist to guide action —
divided into the relatively simple production process and the somewhat deeper
preparatory steps. The latter may require time and effort to achieve, but are
important in developing a healthy organization able to perform well now and
into the future.

The process

e Assemble the right team to work on the report, reflecting the different types
of non-financial as well as financial performance; the CHRO should certainly
be involved.

e (reate a rough narrative about how the organization creates value. This can
include a strategy map. a list of key strategic issues, a list of key risks, a
materiality map. or some combination thereof. The paint is to develop a clear
story before diving into the (supportivel numbers.

e Have a candid discussion on how you present exceptional results, good and
poor, highlighting genuine achievements but also facing up to bad news
such as falling scores on an important metric.

e Let the value creation narrative guide the selection of human capital and
other factors to focus on. Be sure to always combine evidence (such as
metrics) with insight — "this is what the evidence indicates”.

e Include the standard metrics that are expected (e.qg. by GRI) even if they are

not part of your particular story. For these it is not essential to interpret the
data.

* Asyou move forward be realistic about whether the metrics you want are
available.

* Work to improve your internal human capital reporting in anticipation of
increasing pressure to improve your external reporting.

Standard reporting
elements will help

investors to make sense

of the dozens of reports
they will be studying.

Following a checklist
to guide action can
help develop a healthy
organization, able to
perform well, now and
into the future
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Preparation

* Engage meaningfully with varied stakeholders about their expectations
— e.g. what effective performance looks like — as part of a regular and
consistent consultation process.

e Develop a shared and consistent approach to performance management,
standards and measurement across the organization. Avoid silo approaches.
A single high caliber analytics center of expertise is advisable, with excellent
line of sight from front-end to the top.

* Investin high quality and integrated analytics — systems and people — and
eliminate unhelpful complexity.

e Investin the software and skills that enable corporate reporting to remain
‘'smart’ as digital and social communication develops and evolves.

* Make good performance measurement a core competence across
all functions. Remember that human capital reporting is ultimately a
shared responsibility for HR and line managers — the latter having direct
respansibility for managing people and performance.

e Address any cultural issues that inhibit transparency and honesty in
managing and measuring performance: ensure good role-modeling from the
top in support of that.

» Foster the use of plain speaking and clear language, avoiding extensive use
of jargon and acronyms. Organizations that indulge in the latter internally
are liable to struggle in their communication with other stakeholders. (HR is
often cited as a culprit in this respect, interpreted as a sign of defensiveness
and separation from "the business’)

For further guidance. - see Appendix 1.

4.5 HR’'s contribution

In most modern warkplaces, especially those comprised heavily of knowledge
workers, the gquality of the people contribution drives much of the value of the
organization. Ensure therefore that

e the HR function is staffed with people who genuinely enhance organizational
performance and value

e similarly that people systems are designed and implemented that drive
organizational effectiveness

e leadership of the HR function plays a full role in articulating the
organizational story of performance and value creation, both in facilitating
teamwork and in providing real insights about the people contribution.

HR leaders and functions should fully embrace a core
role in corporate performance reporting. If not, someone
else has to fill the vacuum - and HR's usefulness will be
questioned.
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How ‘mature’ is HR?

Investors and stakeholders should be

asking the question "how mature is HR
in this organization?” when assessing

its performance.

[The Institute of HR Maturity provides
a useful scale ranging from 'no
conscious people management’

and mere ‘personnel administration’
through to people management being
part of a ‘whole system’.)

Some obvious questions include

* does the board fully understand
what excellence in people
management looks like, and
hold the executive to account
accordingly?

* how highly rated are the CEO and
managers at all levels in their ability
to inspire and facilitate great people
performance?

¢ is the HR function highly rated for
its catalytic effect in enhancing the
three human capital imperatives
and six people dimensions we have
listed?

* how well rated is the organization's
employer brand?

How well people are managed impacts
every area of the organization's
activities — its ability to take good
decisions, manage operations, deploy
technology effectively. achieve
effective customer relationships, act
ethically and be profitable.

Thus answers to questions like
these will tell investors and other
stakeholders a great deal about the
organization’s ability to create long-
term value.
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Appendix 1

MORE TIPS FOR SMARTER REPORTING

Here are some additional points of guidance on corporate reporting.

Segmenting for audiences

Re-thinking how different stakeholders’ needs are best met opens up a number
of possibilities, in particular by taking advantage of smarter digital publishing
options. In doing this, organizations should regard performance reporting as
relationship management as much as regulatory compliance.

e Asingle document is not mandatory, although obviously much of a corporate
report’s content has to satisfy regulatory requirements and is thus ‘core’.

e Supporting documents only need to be published on-line, and can allow
different audiences to drill down.

e This in turn helps to meet the objective of being more concise — and thence
communicating more effectively.

e |tis advisable to present one over-arching performance statement that
meets the needs of investors as well as taking other stakeholders fully into
account. Core and holistic messages may otherwise be lost if users are able
to focus narrowly, and miss the big picture. Integration is the best defense —
i.e., they cannot understand the part without reference to other factors.

Global reporting

International organizations need to consider how they manage their value
creation story and stakeholder relations in all important operating markets. not
just where they have their stock exchange listing. The recent failed bid by Pfizer
for Astra Zeneca offers many lessons about managing reputation over time.

Continuous reporting

Conventional yearly and half-yearly reporting has its uses, but does

not necessarily fit with the timeline realities of important stakeholders.
Organizations that are willing serve their stakeholders in a timely way need to
plan and deploy their communication channels accordingly. This particularly
applies in fast-moving sectaors, where market-sensitive developments can
occur relatively frequently.

To be ready and willing to report on performance at any time requires a
mentality of openness. plus continuous alertness to internal and external
events and how they will be interpreted.

There is increasing momentum towards adopting rolling or real-time reporting.
although there are also important concerns among investors as well as finance
heads about whether or not this will exacerbate short-termist behavior. See the
sidebar.

Quicker and real-time reporting

Recent surveys by ACCA among
investors and finance heads reveal
that

* amajority of CFOs are working to
close accounts quicker to meet
stakeholders wishes; this also has
the benefit of encouraging greater
internal reporting efficiency

* two-thirds of CFOs are ‘warm'’ to
real-time reporting, although there
are concerns about the potential
for mis-statements and leakage of
competition-sensitive information

* investors see benefits from
real-time reporting for returns and
confidence in reporting, but two-
thirds are also wary that short-
termism and volatility may increase

e internal reporting would however
benefit, enhancing the potential
for agility, provided of course that
systems and processes — for
financial and non-financial metrics
— are upgraded effectively

* making data more consistent,
standardized and accurate remains
a key goal.

“ Integrated reporting is
about communication
and transparency, not
just reporting numbers.”

Paul Druckmann, CEQO, IIRC
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Transparency

There are many organizations and leaders whase first instincts are to hide
anything approximating bad news. As that invites mistrust, it is not smart.

There can however be an understandable debate about commercial secrecy
to preserve competitive advantage. The argument can be made that, although
certain information is material, it is in shareholders’ interests to stay quiet,
especially while still testing new products or processes. There are counter-
arguments too — for example the ‘open innovation” approach, and also the
respect to be gained from admitting any mistakes early and honestly.

In a world where rumor and leaks travel rapidly and far, transparency is
arguably the wisest course. Company directors and their support functions
need to ensure customers, employees, contractors and business partners trust
their motives and understand their actions. Whistle-blowing is not the most
advantageous form of corporate reporting.

Information governance

Particularly in large and complex organizations, there are real tensions about
how information is managed.

In federated structures, strategy formulation and decision-making can be quite
decentralized. How much can ‘head office’ be expected to know? How much do
people internally wish to share?

However, the reality of corporate reporting is that the CEO and board are
answerable. Effective risk management requires them to understand all
significant opportunities and threats. Organizations that are smart at corporate
reporting will imbue the organization with consciousness about, and collective
responsibility for

e honest use of performance data

* internal openness, minimizing silos and greater internal connectivity

e creation of value, and how employees can make a difference

° responsiveness and answerability to stakeholders.

This should be in the context of developing the collective capability for
managing and deploying data generally, throughout the workfarce, given the
data-rich environment that now surrounds and permeates organizations.

Note finally that a good visual map indicating allocation of governance
respansibilities helps to convey commitment to good practice.

Are you the kind of organization that reports the bare
minimum; or, just does what everyone else does:; or,
makes a real effort to improve, innovate and — above all
— to satisfy your stakeholders’ needs? It's your choice.

p62

Data presentation

The way information typically
presented in corporate reports would
benefit from following some simple
guidelines, in order to provide real
meaning and comparability.

e Gather information relating to a
topic in a single place, or at least
provide cross-references and
hyperlinks.

e Ensure numerical data is
accompanied by clear explanation.

* Show trends and comparisons, and
benchmarks where available.

* Use leading indicators, not just
lagging data.

* Reduce clutter by distinguishing
between numbers that have
changed from previous years and
those that haven't, where this is
significant — as encouraged by the
UK's Financial Reporting Council.

* Use graphics judiciously and clearly
— cluttered diagrams and tables can
be counter-productive.

There are two areas of tension.

* Being concise vs. giving as much
information as possible

* Reporting on the same data as
everyone else vs. reporting what is
most relevant

We lean towards reporting more and
reporting consistently with other
companies.

Poor practices to avoid include
numbers and statements that mean
little without providing the context,
or which are more about self-flattery
than reporting on performance and
value creation.
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Data management

The world is experiencing a continuing explosion of information. Big data is
offering ways of monitoring. analyzing and managing performance in ways
unimaginable a few years ago. In particular it can help find correlations and
causalities between non-financial and financial information — just what is
needed to illuminate how value is generated across the 6 capitals.

And yet many organizations are struggling with a multiple, polyglot and legacy
systems, and this certainly applies to HR information. More economical, flexible
and integrated technology is available — but it takes much time. effort and cost
to install.

Smart corporate reporting requires not just investment in common technology
platforms but adopting a shared approach to information management —
spanning functional and geographic boundaries as never before. It requires
management teams and functional heads such as HR leaders to be technology-
savvy and to focus on developing their organizations’ analytics capabilities. It
also suggests that a single center of expertise in analytics should be the aim,
with cross-functional perspective and knowledge, rather than building up
capacity within silos.

Teamwork

Building on what we recommend under ‘Information governance’, the process of
developing smarter reporting practices and culture both

e provides an opportunity for better cross-functional collaboration, and
e depends on good teamwork to achieve a better product.

HR in particular should be doubly conscious of this — first with its organization
design/development hat on, and concerned to ensure effective head office
processes; and second, to address the obvious need to work closely with
Finance, Communications and Legal in providing better human capital input. The
HR leader’s personal relationship with the other functional heads is cbviously
critical for success, as is using the different skill sets for their strengths.

For example, at Interserve, a support services multinational with 50,000
employees, finance and sustainability director Tim Haywood works alongside

HR director Catherine Ward to develop an integrated report. And collaboration
right across the organization has been crucial. “It will only work if everyone buys
into it and delivers,” says Haywood, interviewed by Katie Jacaobs of the UK's HR
Magazine. "Bringing this plan to life has been a huge collaborative project. It's
brought about cross-silo working to address common issues.. It's really helped
cross-organizational understanding and insight.”

Poor practices to avoid
include numbers and
statements that mean
little without providing
the context, and which
are more about self-
flattery than reporting
on performance and
value creation.

HR should help people
think beyond their
traditional silos, think
about the value they
create and understand
the risks across the
value chain.”

Martin Baxter, Institute of Environmental
Management and Assessment.
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Appendix 2

Companies that Have Piloted the IR Framework

BASIC MATERIALS

AkzoNobel, Netherlands
AngloAmerican, UK
AngloAmerican Platinum, South Africa
AngloGold Ashanti, South Africa
BASF SE. Germany

Cliffs Natural Resources, USA
Gold Fields, South Africa
Implats Platinum, South Africa
Masisa, Chile

PotashCorp, Canada

Rio Tinto, UK

Solvay, Belgium

Teck Resources, Canada

CONSUMER GOODS
BRF, Brazil

Clorox, USA
Coca-Cola, US
Danone, France
Diageo, UK

Inditex, Spain

Marks & Spencer, UK
Natura. Brazil

Natura, South Africa
PepsiCo, USA
Sainsbury's, UK
Showa Denki Co., Japan
Smithfield, USA
Truworths, South Africa
Unilever, UK

CONSUMER SERVICES

Edelman. USA

John Keels Holdings, Sri Lanka
Kingfisher, UK

Melid Hotels International. Spain
New Zealand Post, NewZealand
Schiphol, Netherlands

Slater & Gordon Lawyers, Australia
wilderness Holding, South Africa

p64

DEFENSE
BAE, UK

FINANCIALS

Absa Group, South Africa

Achmea, Netherlands

Aegon. Netherlands

Association of Chartered Certified Accountants, UK
bankmecu Limited, Australia

BB Mapfre, Brazil

BBVA, Spain

BNDES, Brazil

CNDCEC, Italy

CPA Australia, Australia

CREIT, Canada

DBS Bank, Singapore

Deloitte, UK

Deloitte Netherlands, Netherlands
Deutsche Bank, Germany

Deutsche Borse Group, Germany

Ernst & Young Nederland, Netherlands
Ernst & Young ShinNihon, Japan

FMO. Netherlands

Garanti Bank, Turkey

Generali Group, Italy

Grant Thornton UK, UK

HSBC Holdings, UK

[tal Unibanco, Brazil

Jones Lang LaSalle, UK

KPMG International, Switzerland
Liberty Holdings. South Africa

National Australia Bank. Australia
Nedbank. South Africa
PriceWaterhouseCoopers, Netherlands
PricewaterhouseCoopers Advisory, Italy
Prudential Financial, USA

Singapore Accountancy Commission, Singapore
Standard Bank, South Africa
Stockland, Australia

Strate, South Africa

The Chartered Institute of Management Accountants, UK
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The Crown Estate, UK
Uralsib, Russia
Vancity, Canada

HEALTH CARE
AstraZeneca, UK

NHS London, UK

Novo Nordisk, Denmark
Royal DSM, Netherlands
Sanofi, France
Syngenta, Switzerland
Takeda, Japan

INDUSTRIALS

Atlantia, Italy

BAM Group. Netherlands

Bulleh Shah, Pakistan

CCR SA, Brazil

Cimsa, Turkey

Coega Development Corporation, South Africa
Diesel & Motor Engineering, Sri Lanka
Dimo, Sri Lanka

Fibria Celulose. Brazil

Flughafen Munchen, Germany

Freund Corporation, Japan

Hyundai Engineering & Constructions, S Korea
Interserve, UK

Kirloskar Brothers Limited., India

NV Luchthaven Schiphol, Netherlands
Port Metro Vancouver, Canada
Pretoria Portland Cement, South Africa
Randstad Holding, Netherlands

Tata Steel, India

Transnet, South Africa

Via Gutenberg. Brazil

Volvo, Sweden

Votorantim, Brazil

MINING
BHP Billiton, Australia
Exxaro, South Africa

NON-PROFIT
ACCA, UK
CIMA, UK

OIL & GAS

Eni. Italy

NIAEP, Russia
Petrobras. Brazil
Repsol, Spain
ROSATOM, Russia
Rosneft, Russia
Sasol, South Africa
SNAM, Italy

Tullow Qil, UK
Woodside Petroleum, Australia

TECHNOLOGY

ARM Holdings, UK

Indra, Spain

Microsoft, USA

SAP, Germany

SK Telecom, South Korea
Telefonica, Spain
Vivendi, France
Vodacom, South Africa
Vodafone, UK

TRANSPORT - BUS/RAIL
Go-Ahead, UK

UTILITIES

AES Brazil, Brazil
American Electric Power, US
CLP, China

CPFL Energia. Brazil
ENAGAS. Spain
EnBW, Germany
Enel, Italy

Eskom, South Africa
National Grid, UK
Terna, Italy
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