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ABOUT THE IIRC

The International Integrated Reporting Council (IIRC) is a global coalition of regulators,

investors, companies, standard setters, the accounting profession and NGOs. Together,

this coalition shares the view that the communication of value should be the ne xt step in
the evolution of corporate reporting.

Further information about the IIRC can be found on its website www.theiirc.org

including:
A The background to tHe 11 RC6s creation
A Its structure and membership, and t he membership of groups who have

contributed to this Prototype of the International <IR> Framework
(Prototype Framework) 2

A Its mission, vision and objectives 3
A The due process for developing the Prototype Framework.
ABOUT THIS DOCUMENT

Inits 2011 Discussi on Paper, ATowards | nft €gnmmanicatidg VReepor t i ng
the 21 * Ce n t u Y tlyedlRC noted its intention to develop an International <IR>

Framework (the Framework). Responses to the Discussion Paper ® indicated strong

support for this action.

This purpose of this Prototype Framework is to keep stakeholders informed of progress

on the development of the Framework following release of a draft outline "in July 2012.

A Consultation Draft of the Framework is expected to be released in April 2013 follo wed

by a final Aversion 1.00 in December 2013. The 11 RC
subsidiary papers on a range of topics 8 during late 2012 and 2013.

It should be noted that this Prototype Framework is a working document produced by

the IIRC Secretariat, i n consultation with the |P&®Cdst FechhRC&$
Working Group, '° after consideration of feedback received on the 2011 Discussion Paper

and from participants in the |1 RCb6s Pilot Programme.

be made to its structure and content as the Consultation Draft of the Framework is
developed over the coming months. Any apparent positions or conclusions in this
Prototype Framework are, therefore, tentative only.

Although this Prototype Framework is not a forma | part of the due process for developing
the Framework, stakeholder feedback would nonetheless be appreciated. Please forward
any feedback to  prototype@theiirc.org

'URL
2 http://www.theiirc.org/the-iirc/structure-of-the-iirc/
*URL

*URL

® http://www.theiirc.org/the -integrated-reporting-discussiorpaper/

® http://www.theiirc.org/the -integratedreporting-discussiorpaper/discussiorapersubmissionsand http://www.theiirc.org/the-
integrated-reporting-discussiorpaper/discussiorpapersummary/

7 http://www.theiirc.org/resources2/draft-frameworkoutline/

8 As noted in Appendix A, these topics are likely to include: connectivity, the business model, the capitals, the cbrmagmsand
materiality.

® http://www.theiirc.org/the -iirc/technicattaskforce/

19 http://www.theiirc.org/the iirc/iirc-working-group/
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1. OVERVIEW

1.1 This chapter provides an overview of Integrated Rep orting <IR> and of the
International <IR> Framework (the Framework) . Further background and general
information about Integrated Reporting <IR> is available at the Frequently Asked
Questions section of the IIRC website at URL.

Integrated Reporting <IR>

1.2 Integrated Reporting <IR> is a set of processes and activities that result in
communication, most Vvisibly a concise, periodic A
way i n which the organizationbés strategy, governa
lead to the creati on and preservation of value over the short, medium and long
term.

Objective of Integrated Reporting <IR>

1.3 Integrated Reporting <IR> aims to:
A Promote changes in corporate behavior, decision -making and thinking that
focus on long term, as well as short and medium term, value creation and

preservation

A Inform resource allocation by investors that supports long term, as well as
short and medium term, value creation and preservation

A Catalyze a more cohesive and comprehensive approach to corporate
reporting that communicates the full range of factors that materially affect
the ability of an organization to create and preserve value over time

A Enhance accountability and stewardship with respect to a broader base of
capitals than just financial capital (includin g manufactured, human,
intellectual, natural, and social [and relationship] capitals ) and promote
understanding of the interdependencies between them.

Audience for Integrated Reporting <IR>

1.4 Communications that result from Integrated Reporting <IR> are aimed principally
at long term investors in order to support their financial capital allocation
decisions. The IIRC adopts the view that the interests of long term investors are
aligned with the public interest in that both are focused on long term, as wel | as
short and medium term, value creation and preservation. Activities and strategies
that are overly focused on optimizing short term financial performance can
impede the ability of organizations and investors to make long term investments,
such as inves tments in research aimed at long term innovation and in the
infrastructure needed to address mounting global challenges, including resource
shortages, economic instability and changing demographics.
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Objective of the International <IR> Framework

15

The purpose of the the Framework is to assist organizations with the process of
Integrated Reporting  <IR> . In particular, the Framework establishes Guiding
Principles and Content Elements that govern the overall content of an integrated
report, helping organi  zations determine how best to disclose their unique value
creation story. The Framework does not, however, set benchmarks for assessing

such things as the quality of an organizationds s
performance. Assessments of this kind are the role of report users based on the
i nformation in the organizationds integrated repo

About the Framework

1.6

The Framework sets out:

A The fundamental concepts that underpin Integrated Reporting <IR>
A Reporting requirements and guidance on:
1 The Guiding Principles that inform the content of an integrated
report and how information is presented
1 The Content Elements to be included in an integrated report
i Additional considerations in the preparation and presentation of an

integrated report.

Fundamental con cepts

1.7

1.8

The fundamental concepts underpinning Integrated Reporting <IR> revolve
around the various capitals that the organization uses and affects, the

organi zationds business model, and the creation a
These concepts, which  are discussed in Chapter 2, and the reporting

requirements and guidance in Chapters 3 1 5 are mutually reinforcing. An

organi zationds business model is the vehicle thro
preserves value. That value is embodied in the capitals thatit uses and affects

The assessment of an organizationé6és ability to cr

on an understanding of the connectivity between its business model and a wide
range of internal and external factors. Those factors are disclosed in an

inte grated report prepared in accordance with the reporting requirements and
guidance of the Framework.

Guiding Principles

1.9

The Guiding Principles, which are explained in Chapter 4, are:
Strategic focus and future orientation

Connectivity of information

Responsiveness and stakeholder inclusiveness

Materiality and conciseness

To o o Do I»

Reliability

A Comparability and consistency.

Content Elements

1.10

The Content Elements are explained in Chapter 5. They are expressed in the form

of questions that should be answered in the integrated report in a way that best

expresses the organizationdés value creation story
interconnections apparent, ra ther than appearing as isolated, standalone
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sections:

A Organizational overview and business model

A Operating context, including risks and opportunities

A Strategic objectives and strategies to achieve those objectives
A Governance and remuneration

A Performanc e

A Future outlook.

Preparation and presentation

1.11

The guidance on preparation and presentation of an integrated report at Chapter
5 includes such topics as: frequency of reporting; reporting boundary;

involvement of those charged with governance; use o f technology; and

assurance.

A Principles -based approach

1.12

The Framework takes a principles -based approach rather than focusing on rules

for measurement or disclosure of individual matters or specific key performance

indicators (KPIs). A principles -base d approach requires senior management and
those charged with governance collectively to exercise judgement in determining
which matters are material, and ensuring they are appropriately disclosed given

the specific circumstances of the organization and the application of generally
accepted measurement and disclosure methods as appropriate. The intent of the
principles -based approach is to strike an appropriate balance between flexibility

and prescription that recognizes the wide variation in individual cir cumstances of
different organizations but enables a sufficient degree of comparability across
organizations to meet relevant information needs.

Application of the Framework

1.13

1.14

The Framework is primarily for application by companies of any size but can al o)
be applied, adapted as necessary, by public sector and not -for - profit

organizations. It can be applied regardless of local legal requirements (see the
following paragraph)  or cultural mores, and does not include any jurisdiction -
specific guidance.

Any communication purporting to be an integrated report (or similar) in
accordance with  the Framework should apply all of the Guiding Principles and
include all of the Content Elements, and should do so taking account of the

content of the Framework as a w hole and any other guidance issued by the IIRC.
Where the unavailability of reliable data or specific legal prohibitions result in an
inability to disclose material information, the integrated report should:

A Indicate what information has been omitted
A Explain the reason why the information has been omitted
A In the case of the unavailability of data, identify the steps being taken to

obtain the data and the expected time frame for doing so.
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Integrated Reporting <IR> in practice

Integrated thinking

1.15 Integrated Reporting <IR> is guided by the Framework and by integrated
thinking.

1.16 Integrated thinking enables an organization to understand better the relationship s
between its various operating and functional units and the capitals the
organization use s and affects. Integrated thinking can be contrasted with what is
someti mes known as fAsilo thinkingo, in that i
and interdependencies between the full range of factors that have a material
ef fect on an or ijtataodreata and prasdrve valudin the short,
medium and long term, including (but not limited to):

A The capitals the organization uses and affects, including the critical
interdependencies of financial, manufactured, human, intellectual, natural
and soc ial capitals

A The external context in which the organization operates
A The opportunities and risks faced by the organization and how it tailors its
strategies to manage them
A Activities, results and performance T past, present and future
A Financial and non -fin ancial information.
Metrics

1.17  The lIRC aims to complement material developed by established reporting
standard setters and does not intend to develop duplicate content. The
Framework does not, therefore, prescribe metrics to be used in an integrated
report. However, in order to avoid d uplication and to promote consistency and
rigor, the Framework and subsidiary guidance may reference methods for
measurement and disclosure developed by others.

Examples database

1.18 The IIRC acknowledges that Integrated Reporting <IR> is currently in a formative
stage and plans to revise the Framework as further practical experience is gained
with the application of this version. An important reference point for that
experience will be the database of emerging practice at
http://tinyurl.com/ckbfy2c . While the database does not provide definitive
guidance, organizations that are developing, or planning to develop, an
integrated report are encouraged to consider the range of practices in the
database, which they = may choose to adopt or modify to suit their individual
circumstances.

Interaction with other forms of reporting

1.19 Integrated Reporting <IR> builds on developments in financial and non -financial
reporting to catalyze an evolution in corporate reporting. An integrated report
communicates the factors most important to the creation and preservation of
value in the short, medium and long term. Organizations will provide additional
detailed disclosures, such as financial statements and sustainability reports f or
compliance purposes and to satisfy particular information needs, including those
of stakeholders other than long term investors.
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2. FUNDAMENTAL CONCEPTS

A T The capitals

The stock and flow of capitals

2.1 All organizations depend on a variety of dif ferent forms of Acapital o f.
success. In this Framework, the capitals comprise: financial; manufactured;
human; intellectual; natural, and social [and relationship]  ** capitals. These
capitals are the inputs to the ohegaenise ati onds bus

outputs in that they are transformed, consumed, enhanced, used up, modified or

ot herwise affected through the acttaddingi es of t he
activities. For example, an organizationds finan
make s a profit, and its human capital is increased when employees become

better trained.

2.2 The total stock of capitals is not fixed over time. There is a constant flow
between and within the capitals as they are increased and decreased, and are
transforme d. To demonstrate using the example above, where human capital is
increased when employees become better trained: the training is likely to have

come at some expense to the employer organization. In this case, therefore, the

immediate effect is to both in crease the or bumanicapigat iandn 6 s

decrease its financial capital. In effect, from the or gani zati onds point of
financial capital has been transformed into human capital. Such increases,

decreases and transformations are happening constantl y. Ordinarily,

organizations expect that the net result will be added value accruing to the

organization ( in this case, through increased efficiency/effectiveness of the

trained employees) that is sufficient to at least offset the decrease in its financia I
capital. Although this example is relatively simple and has been described only
from the organi zat i,b itdemongtratesihat the dapitals aeew
interrelated and constantly in a state of flow and transformation.

23 Many activities cause  flows and transformations that are far more complex than
the above example, and involve a broader mix of capitals (and very often a mix
of components within a capital). Some activities can cause a net increase to the
overall stock of capitals, and some ca n cause a net decrease. In many cases, it

"NOTE TO WORKING GROUP AND PILOT PROGRAMME PARTHE KRANT Bf relationships within the
OFLAGEFEA Y2RSt Aa FOlA@Ste 60SAy3d O2yaARSNBRO® ¢CKS HAW
GNB&2dzNDSa | yR Niefchariggadly, DK the Basis ofirebpgraes o the Discussion Paper and

further research and consideration, it is likely that the Framework will use the term capitals rather than

resources and relationships. In doing so, it is important that it clearhtifgehow relationships, which are of

growing significance to the ability of organizations to create and preserve value, relate to the capitals. As an
AYGSNRY LI2aAdGAz2ys GKA& RNIFO A& dzaAy3a G &onshHNY G a2 OAl
may be included within the definition of social capital (the current description of which includes a reference to
relationships). Other options being considered include identifying relationships as a separate capital, including
relationshipsas part of human or intellectual capital, and identifying relationships as inherent in, and linking,

all of the individual capitals.

“Otherrelevant.J2 Ay ia 2F @AS6 AyOf dzRS (KS AyONBIlIa&as G2 GKS GNI
received from he employer, and the increase to social capital that may occur if employees use newly acquired
skills in community organizations.
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depends on whose perspective is taken whether an activity has caused an

increase or a decrease, as different parties will value the same effect on a capital

differently (such as in the example above, the employer and the employeesb
perception of the value of training is likely to differ). The perspective on value

that is relevant to Integrated Reporting <IR> is discussed in Section 2C.

Availability, quality and affordability of capitals

2.4 The extent to which 0 rganizations collectively, and in some cases individually, are
building up or running down the various capitals can have an important affect on

the availability, quality and affordability of those capitals , particularly with respect
to capitals that are in limited supply and non  -renewable . This can affect the long
term viability of an organizationd6s business mode

create and preserve value over time.

Categorization and description of capitals

25 For the purpose of Integrat ed Reporting <IR>, the various capitals are
categorized and described as follows: 13
€) Financial capital: The pool of funds that is:
1 available to the organization for use in the production of goods or
the provision of services
i obtained through financing, s uch as debt, equity or grants, or

generated through operations or investments.

(b) Manufactured capital: Manufactured physical objects (as distinct from
natural physical objects) that are available to the organization for use in
the production of goods or the provision of services, including:

i buildings
i equipment
i infrastructure (such as roads, ports, bridges and waste and water

treatment plants).

(c) Human capital: Peopleds skills and experience,
innovate, including their:
i alignment with and support of the organizatio
framework and ethical values such as its recognition of human
rights, ability to understand and i mpl emen
strategies
i loyalties and motivations for improving processes, goods and

servic es, including their ability to lead and to collaborate.

(d) Intellectual capital: Intangibles that provide competitive advantage,
including:

¥ NOTE TO WORKING GROUP AND PILOT PROGRAMME PARAZIRANTShe addition of

NBf I (GA2yaKALJaand rahtidnghigli OF LIAGA X GAl fF aw RAaOdzaaSR Ay (GKS LI
categorization and the descriptions are identical to those in the 2011 Discussion Paper. The many comments
received on this matter in responses to the Discussion Paper and further reseatatue to be considered.

While it is likely the categorization will remain unchanged, it is also likely that the descriptions will be refined.
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2.6

i intellectual property, such as patents, copyrights, software and
organizational systems, procedures and protocols
1 the intangibles that are associated with the brand and reputation

that an organization has developed.

(e) Natural capital: Natural capital is an input to the production of goods or
the provision of services. An organizationods
or negatively, on natural capital. It includes:
i water, land, minerals and forests
i biodiversity and e  co-system health.
® Social [and relationship]  capital: The institutions and relationships
established within and between each community, group of stakeholders
and other networks to enhance individual and collective well -being. Social
capital includes:
i common values and behaviours
i key relationships, and the trust and loyalty that an organization has

developed and strives to build and protect with customers,
suppliers and business partners
1 an organizationds social Iicence to operat

Of course, not al | of these capitals are equally relevant or applicable to all
organizations. While it is likely that virtually all organizations do have some
interaction with all forms of capital, that interaction may be relatively minor or
indirect in many cases.

Owne rship of the capitals

2.7

Not all capitals an organization uses or that it affects are owned by the

organization. They may be owned by others, or may not be owned at all in a

legal sense (e.g., access to unpolluted air). This point is relevant to the con cept
of value and is discussed further in Section 2C.

The role of the capitals model in the Framework

2.8

29

The Framework does not require that the categorization adopted here also be

adopted by all organizations preparing an integrated report. While it is likely that
organizations will often find adopting the capitals terminology used here to be an
appropriate way to structure or articulate disclosures in their integrated report,

the inclusion of the capitals model in the Framework is not intended to serve asa

strict model to be reported against. Rather, the primary reasons for including the
capitals model in the Framework are for it to serve:

A As part of the theoretical underpinning for the concept of value, as
discussed at Section 2C
A As atool for ensurin g that organizations, in preparing their integrated
reports, consider all the forms of capital that they use and affect.
It would be impracticable, and indeed unnecessary, for the Framework  to define
every possible stock of value exclusively and exha ustively, and in a way that
attempts to cover all organizational strategies and business models. The role of
an integrated report is to tell the organizationbd
this requires flexibility and should not be unduly bound by de finitions of capitals

that may not cater appropriately for the organiza
value creation.

PROTOTYPE FRAMEWORK-WORKING DRAFT 10/49
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2.10 For example, while the intangibles associated with the reputation an organization
has developed are included in the description of i ntellectual capital, some
organizations consider reputation to be a separate capital because of its
importance to their particular business

2.11 Regardless of how individual organizations categorize or define the capitals for
their own purposes, the poi nt is that all should consider the categories identified
above as a tool to ensure that they are considering a full, broad range of capitals
and have not omitted to report on any material capital that they use or affect.

Metrics

2.12  Metrics, such as KPIs  (see discussion at Section 4E) and in some cases
monetization (see discussion at Section 2C), are very important in explaining an
organi zationés uses of and effects on various cap
Framework does not require, and it would not be prac ticable to expect,
organizations to attempt to quantify all movements in all capitals. Many uses of
and effects on the capitals can best be reported on in the form of narrative rather
than through metrics.

Complexity and trade - offs

2.13  The Framework do es not require, and it would not be practicableto expect, that
Integrated Reporting <IR> will be able to explain all the complex relationships
between all the various capitals that would be necessary to reflect a complete,
aggregated picture of an organiz ationbds over al lotaledtotkeot RllIthen t h e
capitals.

2.14  Itis important, however, that the significant effects that influence value creation
and preservation over time are either quantified or reported on in narrative form,
or both. Also,or gani zations should report onofsfigwmi fia)nt,
between capitals or between components of a capital (e.g., creating employment,
which increases social capital, through an activity that negatively affect the
environment, which decreases na tural capital); and (b) over time (e.g., choosing
a course of action when it is known that a different course would result in a
greater capital increment but not until a later period).
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B

The business model

Definition

2.15

For the purpose of Integrated

create and preserve

Reporting <IR>, the term business model is
defined as 06a syst e-addingfactivitiespandtostputs that dimsdo

Business model relative to other business elements

2.16

2.17

2.18

2.19

Before expl oring what should be included in a good business model discussion it

v al

is important to consider where this description sits within the overall narrative
explanation of how an organization creates long term sustainable value.

The business model isatth e core of an organization, it both influences and is
affected by the other business elements
purposes of developing guidance for the reporting on the business model, a clear
boundary is needed between it and the other b
should not be interpreted as a suggestion that business model reporting should
exist in isolation from the wider narrative discussion

as a practical measure to define
the scope of the discussion.

This figure sets out where the
business model description fits
into the wider narrative
discussion. Encompassing all

activities is the

mission and vision  which sets
out in clear and concise terms

the raison dé°tre

organization.  Those charged
with governance create
appropriate governance
structures, set the

or gani z aiskiagpetite s,
establish processesto  monitor
the external environment and
are responsible for establishing
the culture of the organization

t hr ou g Hone frem thie

T o p @ithin this overall
structure, the key

organizational elements are in
dynamic flux, each interacting

with the other elements at regular intervals.

Strategy sets out the long term strategic objectives of the organization and how it
inten ds to achieve these targets. Careful analysis of these strategic plans and the

4
<>
<
(@)
<
=
Z

to be reported on

in an integrated report

ue over the short

. However, for the
usiness elements. This approach

but

POSITIONING OF BUSINESS MODEL

S

4,

chosen business model will identify a number of
modify the plans or necessitate mitigating action. The longer term strategic
objectives needt 0 be broken down into short and medium term plans ,

appropriate incentives need to be developed that drive performance to achieve
both short, medium and long term plans and objectives. A
measurement system needs to be developed that identifies

WMISSION / Visiop

{ONEFROMTHE 7o

DEVELOPMENT  STRATEGY
AND REVIEWAND  LONG-TERM

FUTURE OUTLOOK STRATEGIC OBECTIVES
AND STRATEGIES TO
ACHIEVE THOSE OBJECTIVES

PERFORMANCE BUSINESS MODEL OPPORTUNITIES
MEASUREMENT
MONITOR OUTCOMES
AND INFORM
DECISION-MAKING STRATEGY AND STRATEGY AND

MITIGATE RISK BUSINESS MODEL

CURRENT AND PLANNED TRRR

CHANGESTO SUPPORT il

INCENTIVES PLAN/RESOURCE

TO PROMOTE ALLOCATION
ACHIEVEMENT OF SHORT-TERM
STRATEGIC OBJECTIVES IMPLEMENTATION

OF STRATEGY

Risk appeTITE

opportunities and risks

performance

indicators, monitors degrees of success or failure and provides effective

information for decision  -making. The system is not static; regular

RESULTING FROM

IONYNYINOD

key performance

element and the way they interact with each other will lead to development and
taki ng into account external factors and a future outlook;  a review of strategy
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and business model may be required which resets the cycle of activity.

2.20 The process is not, however, a simple linear progression; each element interacts

with the other elements

. Positioned at the core is the current

business model and

any planned changes designed to support strategy and mitigate risk.

2.21  The business model discussion itself can be effectively organized in the following

manner:

INPUTS

Use of financial,
manufactured, human,
intellectual, natural and

social capitals

/ N\
VALUEADDING ACTIVITIE

How an organization is set |
to create and preserve valu
and differentiate itself.

Covers such areas as
design, planning, innovatiol
production, conversion anc
other processes and servic

Inputs

that create value
-

\
OUTPUTS

Key products, services anc
material impacts on the
quality or quantity of
financial, manufactured,
human, intellectual, natural
and social capitals

2.22  To the extent that they are material to understanding the robustness and
resilience of the business model, the organization should identify the key capitals
on which it depends or that provide a source of differentiation. The discussion
provid es a concise, yet meaningful, account of how these key inputs link to risk,
strategy or financial performance (e.g., cost base).

A To enhance report  u s e rusdérstanding of its use of financial capital, the
organization might provide an overview of its fundi ng model.
A In terms of manufactured capital, the organization might explain how

A

facilities, equipment and other infrastructural components lend operational
efficiency 1 in terms of productivity, cost containment, enhanced safety
and environmental stewardshi p.

The importance of human capital to an organization might be reflected in a
discussion of the key skills and experience of staff and the ways in which
the required levels are maintained, such as training and development
programmes.

Intellectual capital s  uch as brands, patents, copyrights and proprietary
knowledge are often vital components of a robust business model. These
intangible assets are often not fully reflected on the balance sheet of an
organization and it is important that their capacity to cr eate and preserve
value to the organization is explained.

A discussion of natural capital might include a  description of the key

natural resources needed to allow the business model to function. Many
organizations have a significant reliance on certain ra w materials to ensure
continuity of production. It is important to understand how secure the

availability, quality and affordability of these materials is both now and
looking into the future. Where key material supplies are uncertain in the

long term, t he organization should explain what is being done to source

suitable alternatives materials or processes.

Social capital considerations might include the network of partnerships and
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relationships that the organization relies upon as well as programs
design ed to develop and enhance these interactions.

2.23  Organizations should not attempt to provide an exhaustive list of all capitals
used. Rather, the focus should be on those capitals that have a material bearing
on strategy, risk, performance or impacts.

Value -adding activities

2.24  Whatan organization does to transform inputs into valuable outputs is at the
heart of the business model. These value -adding activities include the design and
production of products that satisfy market needs or services that pr ovide
solutions to customer problems. Some business models are based on making
suitable infrastructure available for use by other service providers. In this case,
the business model requires meeting certain current service level agreements as
well as mai ntaining any technological advantage over competitors.

2.25 Establishing and maintaining a cost advantage over competitors is an important
factor influencing the long term success of an organization . An understanding of
the processes in place to drive i mprovements in the efficiency and effectiveness
of business activities is another significant constituent part to a good business
model description.

2.26  Businesses that stand still tend to fall behind in the race to succeed. Innovation
is key to sustaina ble success both in terms of new products and services and also
alternative uses for existing outputs. The business model description should
include an explanation of how the organization approaches the need to innovate.

Outputs

2.27 The aim of this eleme nt of the business model description is to allow the
organization to explain the key products and services that it places in the market
as well as other factors such as:

A Key partnerships and relationships with intermediaries;

A How the organization approache s market segmentation, who are the
target customers and to what extent are different market offerings aimed
at different potential customers

A The business model assumptions, such as those regarding volume/margin
considerations

A The channels used to communica  te with potential customers and deliver
market offerings

A The extent to which the business model relies on after point of sales
revenue generation, whether that is through extended warranty
arrangements or network usage charges.

Features of good reporting p ractice

2.28 To enhance the effectiveness and readability of the discussion, the organization
might incorporate one or more of the following features into its business model
reporting:

A A simple diagram highlighting key elements of the business model,
suppo rted by a clear explanation of the relevance of those elements to the
organization

A Narrative flow that addresses all material issues and is logical given the
particular circumstances of the organization
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A Explicit identification of the key elements of the b usiness model within the
discussion

A Identification of important external factors, including factors over which it
has control

A Positioning of the organization within the entire value chain

A Connection to other aspects of reporting, including strategy, risk, KPIs,

and financial considerations like cost containment and revenues.
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C i Creating and preserving value

2.29 Integrated Reporting <IR> explains how an organization creates and preserves

value. Value creation therefore lies at the heart of Integrated R eporting <IR>.
In summary:
A Integrated Reporting <IR> is based on the premise that the public interest

is served by investment in long term, as well as short and medium term,
value creation and preservation.

A Value for Integrated Reporting <IR> purposes is , therefore, value created

for investors, with particular emphasis on long term investors.
A Value is stored in the capitals. Value is created or destroyed as a result of

the interplay between the capitals caused by
A Organizati ons can create and maximize value by serving the interests of

all major stakeholders including employees, customers, suppliers,

creditors, communities and the environment. Value created in this way

manifests itself in returns to investors through future ca sh flows and also
in returns to the economy, the environment and society.

A Value for Integrated Reporting <IR> purposes is determined by reference
to a wide range of interactions, activities, relationships, and causes and
effects in addition to those direct ly associated with financial revenue or
financial capital accretion.

A Information that enables investors to assess value is communicated
through a description of the way in which the organization has used the
capitals to operate its business model, and the effect on and trade - offs
bet ween those capitals over different time pet
value drivers and the risks and opportunities that affect them. These
factors are embedded in the Content Elements in Chapter 4.

Value for long term investors

2.30  The primary target audience for the communication of value in an integrated
report is the organizationds |l ong term investors.
(e.g., customers, suppliers, employees, legislators and regulators) is also likely to
benefi t from the information in an integrated report, but their particular
information needs will also continue to be served by other forms of
communication including compliance and sustainability reports. Integrated
Reporting <IR> emphasizes information relevan t to an assessment of value from
the perspective of long term investors for the purposes of supporting their
decision - making and encouraging the allocation of financial resource to reward
and support long term value creation within planetary limits and soc ietal
expectations. This is consistent with the |1 RCO6s
term investors are aligned with the public interest in that both are focused on
long term, as well as short and medium term, value creation and preservation.

2.31  The de finition of long term investing adopted in this Framework is that developed
by the World Economic Foundation: #Ainvesting with
asset for an indefinite period of time by an investor with the capability to do
s o', such as insura nce companies, pension funds and sovereign wealth funds.

My [ 2tgr@A investing can be usefully defined as investing with the expectation of holding an asset for an
indefinite period of time by an investor with the capability to do so. Investors engaged idangnvesting

are less concerned about interim changes in asset prices, and instead are focused-@mrioimgcome growth
and/or longterm capital appreciatiofboth in their initial evaluation and continued interaction with their
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2.32  Activities and strategies that are overly focused on optimizing short term financial
performance can impede the ability of organizations and investors to make long
term investments, such as inv estments in research aimed at long term innovation
and in new types of infrastructure that are needed to address mounting global
challenges including resource shortage, economic instability, and changing
demographics.

2.33  As noted in the World Economic F o r u mbhe Future of Long -term Investing:
fiwhen executed correctly by the right investor, (long -term investing) can benefit
three key constituencies:

A Investors who potentially enjoy better returns through accessing risk
premia (e.g. for assuming liquidity risk) and avoiding the costs sometimes
associated with short term strategies (e.g. transaction costs, forced sales,
short term behavioural investor biases)

A Companies who can more easily pursue strategic initiatives with long term
potential and large up  -front costs
A Society which can gain from the stabilization of financial markets by
countercyclical investors and the direction of capital towards projects
where returns are generated over | onger ti
2.34  Long term investment is, of course, accompa nied by uncertainties that, in turn,

demand sophisticated approaches to risk assessment based on a wide range of
information about financial, operational, reputational, legal, social, environmental

and political risk. Hence Integrated Reporting <IR> demand s a wider range of
information than has ordinarily been provided through traditional corporate
reporting.

The meaning of value

2.35 Traditionally, the meaning of value has been associated with the present value of
future expected cash flows and value crea tion has been understood as the change

in that measure of value due to &nAltmwughglangi zati onos

term investors take other factors into consideration, information about risk and

reward, and particularly how it affects future cash flows , Is crucial to a long term
i nvestordéds understanding of how and the extent
value.

2.36 Integrated Reporting <IR> is based on the understanding that future cash flows
and other conceptions of value are dependent on a wider range of interactions,
activities, causes and effects, relationships, etc. than those directly associated
with financial revenue or financial capital accretion. Those broader factors have
not traditionally been adequately reflected in organizational repor ting or in
valuation methodologies such as the discounted cash flow model

2.37  Value for Integrated Reporting <IR> purposes is, therefore, more than just
financial value. Each capital represents a store of value that is created or
destroyed through the use of, and resultant effects on, all the capitals since

accretion in one of the capitals through the orga
affect the value stored in one or more of the other capitals.

2.38 Integrated Reporting <IR>, therefore, needs to consider the broader context,
i.e., the value created or destroyed in all the capitals, including the creation of

investments. Longl SN Ay @SadAy3 Aa vy 2 0The EitueBf Lakgrin (ngstifg2 NJ | { €
(2011), World Economic Foundation,tatp://tinyurl.com/3ckys64

*From the Four Cornerstones of Value, McKinsey & Compaferénce to be completed
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externalities through the activities of the organization

The relationship between the capitals and value

2.39

2.40

Value is created or deplete  d over different time horizons and for different
stakeholders through different capitals. Overall, value for investors is unlikely to

be created through the maximization of one capital at the complete expense of

the others. For example, the maximization of financial capital (e.g., profit) at the

expense of the human capital embodi ed in

through inappropriate human resource policies and practices) will likely not
maximize value in the long term.

Integrated Reporting < IR> should take account of the extent to which costs or
other effects on various capitals have been externalized, i.e., the costs or other

effects have impacted capitals that are not owned by the organization, such as

the environment, employees, the local community and future generations.
Externalities may be positive or negative, i.e., they may result in a net increase

or decrease to the value embodied in capitals. Externalities may ultimately

increase or decrease investor value in the longer term, and wit hout appropriate
disclosure of their effects, long term investors will not have the information they

require to make decisions about long term value and be able to allocate resources
accordingly.

Organizational value drivers

2.41  Value drivers are capabili  ties or variables that give an organization competitive
advantage and over which it has some degree of control so as to create value.
They may consist of, e.g.:

A Financial drivers such as revenue growth, operational efficiency, brand
equity and cost of ca  pital

A Non -financial drivers such as customer relations, societal expectations,
environment, innovation and corporate governance

A Values such as integrity, trust and teamwork that support value creation.

2.42  Value drivers alone and in combination affect or ganizational value. The type and
combination of particular value drivers
create value are peculiar to each organization and should be disclosed for
Integrated Reporting <IR> purposes.

Communications that inform the assessment of value -creation

243 I ntegrated Reporting <IR> should explain

and preserve value is affected by a number of factors, for example:

A The various capitals the organization uses and affects including the
interdependencies and trade - offs that are made between them;

A The external context in which the organization operates, the opportunities
and risks faced by the organization and how it tailors its strategies to
manage risks, opportunities, and changes to the external context;

A Organizational value drivers

A The stability of the organizationds

resilience against short term disruptions so as to secure long term returns

an organ

t hat af fe

how t he

governanc ¢

A The results of engagement with the various parties tha t have an interest in

the capitals affected by the organiz

These factors are embedded in the Content Elements in Chapter 4.

ationods ac
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2.44  Information about these factors can be conveyed in quantitative or qualitative
terms or a combination of bo th. Where it is not practicable quantitatively to
measure movements in the capitals, qualitative disclosures should be made to
explain changes in the availability, quality, or affordability of capitals as business
inputs and how their use by the organizati on enhances or depletes them. In
some cases monetization of these factors may be appropriate. While there are
benefits (including comparability) to monetizing aspects of value creation, the
complexity of identifying, measuring and attaching a currency va lue to various
effects on the capitals means that this may often not be appropriate, or even
possible at this stage.
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3. GUIDING PRINCIPLES

3.1 The following Guiding Principles should underpin the preparation of an integrated
report, informing the conte nt of the report and how information is presented:

A Strategic focus and future orientation
Connectivity of information

Responsiveness and stakeholder inclusiveness
Materiality and conciseness

Reliability

m m O O @

Comparability and consistency.

A Strategic focus and future orientation

3.2 Guiding Principle 1 7 An integrated report should provide insight into the
organi zationébés strategic objectives and the strat

those objectives and strategies relate to its ability to ¢ reate and preserve value in
the short, medium and |l ong term and to the|organi
the capitals .

3.3 Applying this Guiding Principle is not |imited to
strategic objectives, strategies and future outloo k in accordance with Content

Elements 3 and 6. It also pervades the selection and presentation of other
content, and may include, for example:

A Highlighting significant opportunities, risks and dependencies flowing from
the organi zati on 6 sandbasingss modegl that affeci then
organi zationés a sustainablgvaltecreadianhi e v e

A Those charged with governanceds strategic anal
i The resilience of the organizationébés busin
1 The relationship between past and future performan ce, and the
factors that may change that relationship
i How the organization balances short, medium and long term
interests.

3.4 Adopting a strategic focus and future orientation in an integrated report also

involves clearly articulating, how the continued availability, quality and
affordability of significant capitals contribute
achieve its strategic objectives in the future and thereby create and preserve
value.
3.5 Particular care is needed with respect to the future -orie ntated information to
avoid creat+diph@tieboidli ercl osur es. I nformation shoul
the integrated report when it is of practical use to report users in considering the
organi zationébés strategy, governance, performance
3.6 Future -orientated information is, by its nature, more uncertain and, therefore,

less precise than historical information. Uncertainty is not, however, a reason in
itself to exclude such information, but it does mean that key estimates and
significant a ssumptions used by management, together with possible risks,
should be included so report users can properly assess that information. The
legal or regulatory requirements regarding future orientated information vary
from jurisdiction to jurisdiction, and may cover, for example:
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A Types of disclosures that may be made

A Whether cautionary statements are required or permitted to highlight the
uncertainty regarding achievability

A Any obligation to publicly update such information.

(See Section 5H for further gui dance.)

B Connectivity of information

3.7 Guiding Principle 2 1 An integrated report should show, as a comprehensive value
creation story, the combination, inter -relatedness and dependencies between the
components that are mat er i abllitytooreate hne presergeani zati ond
value over time.

3.8 Connectivity is central to ensuring that an integrated report:
A Focuses on the total picture of the organizat.i

A Supports report usersd understandiffegg of t he di
the future of the organization (including its possible performance) and how
they interact

A Helps to break down established silos in measuring, managing and
disclosing information, and the traditional focus of reporting primarily on
financial matters and historical matters

A Facilitates report wusersdé ability tm dril!]l do\
other communications depending on their needs.

3.9 The key components that are relevant to the connectivity of information are the
connectivity between:

A The Content Elements i.e., the connectivity between t|
business model, its operat  ing context, its strategic objectives and
strategies, its governance, its performance, and its future outlook. It is
only by connecting the Content Element that the organization is able to tell

its value creation fistoryo. Tnitet Elenteotr vy wi | | i 1
into a total picture of value creation and reflect the dynamism of the
organi zationds activities as a whole. Exampl e:
i An analysis of existing resources, and how the organization will

combine them or make further investment to achieve targeted

performance through the business model
i I nformation about how the organizationds s

changes in conditions and events( e.g., when new opportunities
and risks are identified or past performance is not as expected)
1 How strate gies link to KPIs and KRIs.

A The past, present, and future . An analysis by the organization of its
activities in the past  -to-present dimension can provide report users with
significant clues to assess the plausibility of what has been reported
compared t o what may transpire in the present -to -future dimension. The
explanation of the past  -to-present may also become the fundamentals of
analysis by report users on the quality of management in considering
whether or not the organization will achieve the future performance
described in the integrated report.

3.10 Itis also important to consider that connectivity from the repot userso6 point of
view involves the connectivity between:
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A I nformation in the integrated report, informat
other communications, and information available to report users from
other sources , recognizing that report users make decisions by modifying
and customizing the information that organizations provide, and combining
it with other information they have accumulate d. In this context,
information and communication technology (e.g., the internet and XBRL)
can be used to improve report usersdé capabil i
combine, connect or analyze information. (See discussion of technology in
Section 5F).

3.11 Other relevant components of the connectivity of information include the
connectivity between:

A The capitals , including the trade - off, aggregation, conversion over time,
and enhancement and depletion of the capitals (See discussion of the
capitals in Sec tion 2A).

A Non -financial information and financial information , especially as it relates
to future cash flows, such as:

1 R&D policy, technology/know  -how, capital investment, and
investment in human resources, and their implications for expected
revenue grow th or targeted market share in the future

i Environmental policies, energy efficiency, cooperation with local
communities, or technologies to tackle social issues, and their
implications for cost reduction or enlarged business opportunity

1 Long term custome  r relationship, customer satisfaction and
reputation and their implications for revenue or profit growth.

A Quantitative and qualitative information . Both qualitative and quantitative
information are necessary if an integrated report is to properly represent
the organizationés value creation story, with
other.

3.12  Integrated Reporting <IR> permits a holistic assessment of the ability of an
organization to create and preserve value in the short, medium and long term. By
reinforc ing the connectivity of information, Integrated Reporting <IR> can help
organizations to take more sustainable decisions and enable report usersto
obtain a more accurate and complete view of the organization.

3.13  The more that integrated thinking underli es the value creation story by being
embedded into the activities of the organization, the more naturally will the
connectivity of information flow into reporting through the alignment of
management information, board information and information reported e xternally.
Accordingly, introducing ways to improve integrated thinking within an
organization should help drive the Integrated Reporting <IR> process.

3.14  The connectivity of information, and indeed the overall usefulness of the
integrated report, is en hanced when it is logically structured and well presented,
written in straight  -forward language, and includes effective navigation devices
such as a table of contents, section summaries, clearly delineated (but linked)
sections, and cross -references.
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C Responsiveness and stakeholder inclusiveness

3.15

Guiding Principle 3 1 An integrated report should provide insight into the quality
of the organizationbés relationships with its key
extent the organization understands, take s into account and responds to their
legitimate needs, interests and expectations.

3.16

3.17

3.18

3.19

3.20

3.21

3.22

Integrated Reporting <IR> emphasizes the importance to the creation and
preservation of value of ongoing, positive relati
stakeholders.

Stakeholders provide useful insights about matters that are important to them
that also affect the organization, including economic, environmental and social
issues. This assists the organization to:

A Understand how stakeholders perceive value

Identi fy material issues, including risks and opportunities

A
A Develop and evaluate strategies
A Manage risks

A

Implement activities, including strategic and accountable responses to
material issues.

An integrated report enhances transparency and accountabil ity, which are
essential in building trust and resilience, by disclosing:

A The nature and quality of the organizationds I
stakeholders, such as customers, suppliers, employees and local
communities

A How their issues are understood, taken into account and responded to.

Responsiveness is demonstrated through decisions, actions and performance, as
well as ongoing communication with stakeholders. Making internal processes
more transparent is valuable to most stakeholders.

Engagement with stakeholders '8 occurs regularly in the ordinary course of

business, e.g., day -to-day liaison with customers and suppliers or broader

ongoing engagement as part of strategic planning. It may also be undertaken for

a particular purpose, e.g., engagement with a local community when planning a

factory extension. The more integrated thinking is embedded in the business , the
more likely it is that a fuller consideration of stakeholder needs is being
incorporated as an ordinary part of conducting business.

The Guiding Principle of responsiveness and stakeholder inclusiveness does not
mean that an integrated report should attempt to satisfy all the information

needs of all stakeholders. Rather, by focusing on matters that are most material

to long term succes s, an integrated report will often provide relevant information

in itself, as well as a clear reference point for other communications, including
compliance information, investor presentations, detailed financial information,
sustainability reports, and co mmunications directed to specific stakeholders who
have particular information needs. Much of this more detailed information is
likely to be placed online.

As noted above, an integrated report enhances transparency and accountability.

' C2 NJ FdzNJi K SNJ 3 dzA R IAKI0M StakéeHdl8er Engalyemsni Stavidalid & i n a m Obllity,! OO 2 dzy G |
at http://tinyurl.com/cnm9o0a5T | SfaRehdlder Engagement: A Good Practice Handbook for Companies

Doing Business in EmergingMarkets O H nnT 00X LY GSNYF A2yt CAYylFyOS [/ 2N1L]2N
http://tinyurl.com/2a09636.
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Accountability is closely associated with the concept of stewardship which, in the
context of Integrated Reporting <IR>, means the responsibility of an organization
to care for the capitals that its actions affect. Where those capitals are owned by
the organization, a  stewardship responsibility is imposed on management and
those charged with governance via their legal responsibilities to the organization.

3.23  Some capitals the organization uses or effects are not owned by it. They may be
owned by others, or may not be owned at all in a legal sense, e.g., access to
unpolluted air. In either case, the organization may have stewardship
responsibilities imposed upon it through law or regulation, e.g., through a
contract with the owners or through labour laws or environment al protection
regulations. Where a stewardship responsibility is nhot imposed by law or
regulation, the organization may nonetheless accept stewardship responsibilities
in accordance with growing stakeholder expectations to do so, and to do so
transparentl y. Responding to stakeholder expectations in this way is consistent
with the concept of value as explained in Section 2C.

D Materiality and Conciseness

3.24  Guiding Principle 4 T An integrated report should provide concise information that
ismaterialto assessing the organizationds abilit
the short, medium and long term.

Definition of materiality

3.25 A matter ' is material if it is of such relevance and significance 2 that it could

substantively influence the assessments and decisions of the organi z:

highest governing body or change the assessments and decisions of the report

user with regard to the organizationds abil
time. In determining whether or not a matter is material, se nior management

and those charged with governance consider whether the matter substantively

ity

i mpacts, or has the potential to substantively

objectives and strategies, its business model, or one or more of the capitals it
uses or affects

3.26  The materiality definition for Integrated Reporting <IR> purposes considers the
commonality of materiality definitions from various financial and sustainability
reporting frameworks and, in particular, the notion that material matter s are
those that are of such relevance and significance that they could substantively
influence the assessments and decisions of the report user. Where the various
materiality definitions differ is in terms of the matters that are considered to be
relevan t. For financial reporting purposes, the nature or extent of an omission or

mi sstatement in the organizationés finandn al

the context of sustainability reporting, an
and social imp acts are considered in determining what is relevant. Matters that

are considered material for financial reporting purposes or for sustainability

reporting may also be material for Integrated Reporting <IR> purposes if they

are of such relevance and signif icance that they could substantively influence the
assessments or decisions of the report wuser
ability to create and preserve value.

The Materiality Determination Process

3.27  Determining materiality involves:

17 A matter or information includes, but is not limited to, an event, issue, opportunity, amount, or statement by the
organization.
18 Significance refers to both nature and magnitude.
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A Identifyin g relevant matters

A Evaluating the significance of those matters in order to determine their
ability to influence decision making

A Prioritizing the matters identified.

This materiality determination process is illustrated in the following diagram.

PROTOTYPE FRAMEWORK-WORKING DRAFT 25/49



INTEGRATED REPORTING

WORKING DRAFT OF PROTOTYPE FRAMEWORK

IR

=== e e e e e e e e e e e e e e e e e e e e e — e ————

i The Materiality Determination Process

Relevance
Identification of potential relevant 0
matters el
[
\

Identification of relevant matters for
inclusion in the Integrated Report

Does the matter have (or have
the potential to have) a past,

present or future impact on No

the organization’s strategic
objectives and strategies, the
business model or one or
more of the capitals?

Matter is relevant

Significance

No

EVALUATE MAGNITUDE OF IMPACT

Is the magnitude of
the impact of such
significance that it
has the potential to
substantively
influence decision
making?

Yes

Is the matter’s
likelihood of
occurrence
uncertain?

EVALUATE MAGNITUDE OF IMPACT &
LIKELIHOOD OF OCCURRENCE

Is the likelihood of
occurrence & the
potential magnitude
of the impact of such
significance that it
has the potential to
substantively
influence decision
making?

Yes

Matter is material

Matter is material
T

Prioritization of material matters

Prioritization

o S S S S S

S S S B . | o o

No disclosure

Notes:

Disclosure

No disclosure

1. Begin the process with the population of relevant matters. These matters will be narrowed down to matters considered relevant to the Integrated

Report in the following step.
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Relevance

3.28

Relevant matters are past, present or future matters that impact or may impact

the organizationbés strategic objectives and strat
or more of the capitals and thus ultimately affec
create and preserve value over time. Identifying relevant matters for inclusion in

the integrated report includes identifying the population of potentially relevant

matters, and narrowing those down to matters that are relevant for inclusion in

the integr ated report. Information about relevant matters will have either, or

both, predictive value or confirmatory value with
decisions.

Identification of potentially relevant matters

3.29

The population of potentially relevant matters ¢ an be identified through an

assessment of the organizationés value drivers an
have impacted) those value drivers. The process will require judgement, and will

include considering factors internal and external to the organizati on, internal and

external stakeholdersé | egitimate needs, i nterest
organi zationds use of and effects on the capitals

Identification of relevant matters for inclusion in the integrated report

3.30

3.31

From the population of potentia lly relevant matters identified in the prior step,

the matters that are relevant for inclusion in the integrated report are those that

have (or have the potential to have) a past, present or future impact on the

organi zationdbds str at egteges, itslbysinesstmodelostheand st r a
capitals.

Not all relevant matters will be considered material. In order for relevant

information to be included in the integrated report, the information also needs to

be sufficiently significant in terms of its kn own or potential impact on value. ltis
thus necessary to determine the significance of the matters identified as relevant

in order to identify those matters that are material and thus warrant inclusion in

the integrated report.

Significance

3.32

Ingener al , the significance of a matter i s determine
magnitude of impact. However, if it is uncertain whether the matter will occur,

the matterds significance is determined by refere
magnitude of impact and its likelihood of occurrence. If the matter is determined

to be of such significance that it has the potential to substantively influence

decision making, the matter is considered material for disclosure purposes.

Assessing the magnitude of the impact

3.33

3.34

3.35

Amatterds magnitude of i mpact on the organizati on
strategies, business model or the capitals in the short, medium or long term is

assessed to determine whether the matter is of such significance that it has the

potential to substa  ntively influence decision making.

The manner in which a matterés magnitude of i mpac
judgement and will depend on the nature of the matter in question. Assessing a

matterds magnitude of i mpact does not imply that
qguantified. Depending on the nature of the matter, a qualitative assessment may

be more appropriate. For exampl e, it may not be possible to quantify the impact

of a matter on the organizationbds strategic objec

In assessing the potential magnitude of the impact, the organization should, at a
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minimum, consider:
A Quantitative and qualitative f actors

1 Quantitative factors may be measured by financial impact but could
often extend to non  -financial measures (e.g., % of production or
sales volume, % of total capacity or resources, % yield or efficiency
factors) and may often be sector specific

1 Qualitative factors  may include matters that would impact the
organi zationds social and Il egal Ilicence to
affect the availability, quality and affordability of the capitals the
organization uses or affects (e.g., matters affecting reputa tion and
credibility such as regulatory infringements, major
fraud/corruption; sensitive factors like fatalities, pollution,
unemployment, or negative economic impacts).

A Financial, operational, strategic, reputational and regulatory perspectives
of the imp act
i Financial perspectives may be measured in monetary terms but
could extend to financial ratios (e.g., gross margin, gearing,
liquidity ratios, credit risk)

i Operational perspectives typically pertain to operational aspects of
the organization (e.g., con sumer goods T market share, telecoms T
customer churn rate, mining i yields and production volume)

i Strategic perspectives relate to the high -level aspirations of the

organization (e.g., its ability to achieve and sustain safety
performance levels, sustaine  d and growing market share
leadership, margin growth or retention, R&D pipeline and product
pipeline development)

i Reputational perspectives refer to impact assessments of incidents
or events that may affect the reputation of the organization (e.g.,
late re call of a defective product posing significant consumer health
risk, cancellation of airline flights due to grounding, or failure to
pay suppliers) and, in extreme cases, may ultimately affect the
or gani z sotcialdiceriseto operate

i Regulatory perspec ti ves refer to the organizationé
operate (e.g., infringement of civil or criminal regulations and
resultant penalties or reputational impact).

A Area of the impact (internal and external to the organization) and

A Time frame short, medium or long term) of the impact.

Assessing the magnitude of the impact and the likelihood of occurrence

3.36 In situations where it is uncertain whether the matter will occur, both the
magnitude of the impact (as described above) and the likelihood of occurrence
are considered to assess the significance of such matters. The following diagram
illustrates how the significance of such matters can be assessed.
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’7
Significance/Degree of //

influence on decision //
making -

Likelihood of occurrence

. Threshold

Magnitude of impact
(on the organization’s strategic objectives and strategies,
the business model or one or more of the different forms
of capital, in the short-, medium- or long-term )

3.37  Matters with a high likelihood of occurrence and a large magnitude of impact
would have a greater  degree of influence on decision making than matters with a
lower likelihood of occurrence or lower magnitude of impact. Careful
consideration is given to matters with a high magnitude of impact (e.g., matters
that are crucial to the business) even when t he likelihood of occurrence is small,
since such matters, should they occur, could seve
ability to create and preserve value over time.

Prioritization of material matters

3.38  Once the population of material matters is identif ied, the matters are prioritized.
Prioritization assists with focusing on those matters to which the most importance
is to be attached in the manner in which they are reported. For example, an
integrated report may include a more prominent or detailed di scussion of matters
with a higher prioritization or discuss certain matters collectively considering the
principle of connectivity for those with a lower priority. If the population of
material matters is quite large, prioritization assists in revisiting the materiality
threshold and the process of assessing significance to narrow the population
further. If too many material matters have been identified and included in the
report, the principle of conciseness may not be achieved. In prioritizing the
popu lation, the organization challenges itself as to which of the matters senior
management and those charged with governance devote their attention.

Disclosure

3.39  Material matters require disclosure. The nature and extent of disclosure in the
integrated r eport depends, to a large extent, on the nature of the matter and will
also be influenced by the concepts of conciseness and reliability. In addition to
the disclosure of material matters in the integrated report, the process employed
by the organization  to identify material matters should also be disclosed (either in
the integrated report or elsewhere).
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Disclosure of material matters in the integrated report 19

3.40 Judgment is applied in determining the appropriate disclosures of material
matters in the i ntegrated report. Taking the nature of the matter into
consideration, the organization considers providing:

A Key information about the matter, such as the following:

1 an explanation of the facts or opportunity

1 an explanation of how the matter affects/affec ted the organizati
strategic objectives and strategies, its business model or the
capitals

1 an explanation of any interaction, inter -relatedness and
dependencies associated with the matter (providing an
understanding of cause and effect based on the id entification of
relationships and behaviors within a model, context or scenario)

1 the organizationbdés view on the matter, inc
or impacts

i description of the planned response to the matter

i comparative data for prior periods

i applicable KPIs

i targets and expectations

i guantitative and qualitative disclosures.

A If there is uncertainty surrounding a matter, disclosures about the

uncertainty, such as the following:

i an explanation of the uncertainty

i the range of possible outcomes and associated assumptions and
probabilities

i the certainty range or confidence interval associated with the

information provided.

A If key information about the matter is considered indeterminable, that fact
and the reason the information is considered indet erminable is also
provided.

3.41 Depending on the nature of the material matter, it may often be appropriate to
present the matter in conjunction with the other Content Elements of the
integrated report to provide the right level of linkage and context of the material
issues in relation to the other Content Elements of the report. For example:

A Stakeholders 1 the stakeholders that were engaged to determine the
extent of material impact underlying the matters being considered

A Material issues 1 understandingt he full nature of the underlying risks and
opportunities

A Strategic response 1 demonstrating how the organization has responded
to the material issues in its chosen strategic objectives and strategies

A Performance and future outlook I performance againstide ntified
strategies, targets and outlook being sought

A Remuneration T extent of performance against strategic objectives and

¥ NOTETO WORKING GROUMDANLOT PROGRAMME PARTICIPRAIASraphs 3.48.41 are to be
integrated with the Content Elements in Chapter 4]
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strategies (and ultimately material matters) being linked to remuneration.

3.42  The nature and extent of disclosure of material matt ers in the integrated report
will also be influenced by the concepts of conciseness and reliability.

Conciseness

3.43  Disclosures about material matters should include concise information that
provides sufficient contextual information to make the disclosu res
understandable. In this context, conciseness is meant for the integrated report to
include as few words as possible to give the necessary information. In achieving
conciseness, this does not mean that key information about the material matter
be excl uded; some matters may not lend themselves to as brief a discussion as
others. Accordingly, in preparing an integrated report, the organization seeks a
balance between complete, concise and comparable information.

3.44  Senior management and those charged with governance exercise judgement in
distinguishing between information about the material matter that is important to
achieving the objective of the integrated report and is therefore to be included in

the integrated report, and other information that is not key to that objective.
Conciseness is enhanced when the latter is included separately on the
organi zationés website or in other forms of <commu

such information.

3.45  Accordingly, the objective of an integrated report is best served if the report
provides insightful information that adds to the knowledge of the report user and
excludes boilerplate language, statements of the obvious, information reported
elsewhere (unless it has added meaning by providing connectivity to other
information), information that hasndét changed in
information that may be redundant in nature.

Disclosure of the materiality determination process 20

3.46  The integrated report should include a reference to where a summa ry of the
materiality decision -making process employed by the organization is disclosed or
a high -level summary in the integrated report itself. If such description of the
process is rather static, conciseness of the integrated report is enhanced when
the description is included elsewhere.

3.47  The objective of the summary of the materiality determination process is to
enable the report user to understand the process employed by the organization,
including how decisions were made to include or exclude va rious matters, and
thereby enable the report user to make an informed assessment of the
methodology used. At a minimum, the summary should:

A Describe the process used to identify relevant matters

A Describe the process used to narrow down the relevant matter sto
material matters

A Identify the governance body with oversight responsibilities for Integrated
Reporting <IR>.

E. Reliability

3.48 Guiding Principle 5 1 The information in an integrated report should be reliable.

“’NOTE TO WORKING GROUP AND PILOT PROGRAMME PARPECHRANWNS:3.48.47 are to be
integrated with the Content Elements in Chapter 4]
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3.49  The reliability of information is affected by its completeness, neutrality and
freedom from error. It is recognized that it is not always possible for all
information in an integrated report to be complete, neutral and free from error in
every respect, so the objective is to maximize t hese qualities to the extent
practicable (e.g., by ensuring that any negative matters are as faithfully reported
as positive ones). Reliability is enhanced by mechanisms such as robust
stakeholder engagement and independent, external assurance.

3.50 Senior management and those charged with governance exercise judgement in
deciding whether information is sufficiently reliable to be included in the
integrated report, considering its completeness, neutrality, and freedom from
error. (See paragraph 1.14 for re levant disclosures when material information is
omitted because of the unavailability of reliable data).

Completeness

3.51 A complete integrated report includes all material information (both positive and
negative) that could change the assessments or deci sions of the report user with
regard to the organizationds ability to create an

3.52  To help ensure that the organization has identified and disclosed all material
matters, consideration is given as to what organizations in t he same industry are
reporting on. Certain matters within a particular industry are most likely material
to other organizations within the same industry.

Neutrality

3.53 A neutral integrated report is balanced and fair; and has no bias in the selection
or presentation of information. The overall presentation of the content of the
integrated report should provide an unbiased vVview
create and preserve value in the short, medium and long term.

3.54 Information is not slanted , weighted, emphasized, de  -emphasised, or otherwise
manipulated to change the probability that it will be received either favourably or
unfavorably by report users. Similarly, information about matters is not to be
combined or offset to present a more favo rable situation than actually exists.

3.55 Important methods to ensure neutrality include:

A Selection of presentation formats that are not likely to unduly or
inappropriately influence a decision or judgment by the report user

A Giving equal weighting to both increments and decrements to the capitals,
both strengths and weaknesses, both positive and negative performance
and impacts, etc.

A Reporting performance against previously reported targets, forecasts,
projections and expectations.

Freedom from error

3.56  Freedom from error implies that there are no errors or omissions in the
information presented and that the process used to produce the reported
information has been selected and applied without error. This does not imply that
the information is perfectly accurate in all respects. It does imply that where
amounts are estimates, this is clearly communicated, the nature and limitations
of the estimation process are explained, and no errors have been made in
selecting and applying an appropriate process for d eveloping the estimate.

3.57  To ensure that the integrated report is free from error, the organization uses
processes and controls to reduce to an acceptably low level the risk that reported
information contains a material error and does not knowingly pe rmit errors to be
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included.

F Comparability and consistency

3.58  Guiding Principle 6 i The information in an integrated report should be presented
in a way that enables comparison with other organizations to the extent it is
material t o t bvenvalue graation storyfasd on a basis that is
consistent over time.

Comparability

3.59  The specific information in an integrated report will, necessarily, vary from one
organization to another because it is important for each organization to tell its
ow n unique value creation story. Nonetheless, addressing the questions relating
to the Content Elements, which apply to all organizations, helps ensure a suitable
level of comparability between organizations. Other powerful tools for enhancing
comparabilit y (both in the integrated report itself and in more detailed
information referenced from the integrated report) can include reporting the
following to the extent they are material:

A Benchmark data, such as industry or regional benchmarks

A KPIs commonly used by other organizations with similar activities,
particularly when standardised definitions are stipulated by, e.g., an
industry body. This should not, however, be at the expense of ensuring
reported KPIs are relevant to the individual circumstances of th e
organization. KPIs relevant to the individual circumstances of the
organization will ordinarily align with KPIs used by those charged with
governance for making strategic decisions , enabling performance against
strategic objectives and targets, and for holding senior management
accountable

A Presenting normalized information/ratios, e.g., R&D expenditure as a
percentage of sales, or carbon intensity measures.

Consistency

3.60  Reporting policies should be followed consistently from one period to the next
unless a change is needed to improve the quality of information reported. This
includes using the same KPIs to report on the same issues if they continue to be
material across reporting periods. When a significant change has been made, the
organization exp lains the reason for the change, describing (and quantifying, if
practicable and material) its impact.

3.61  When information in the integrated report is similar to or based on other
information published by the organization, it is prepared on the same basi s as, or
is easily reconcilable with, that other information. For example, where a KPI or
discussion of performance covers a similar topic to information published in the
organi zationés financi al statements or sustainabi
enh anced when it is prepared on the same basis, and for the same period, as that
other information.
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4. CONTENT ELEMENTS

4.1 An integrated report should include all the following Content Elements, answering
the respective question posed for each one

Organizational overview and business model
Operating context, including risks and opportunities
Strategic objectives and strategies

Governance and remuneration

Performance

m m O O @

Future outlook

4.2 These Content Elements are not mutually exclusive and are fundamentally linked
to each other. The information in the integrated report with respect to these
Content Elements  should be presented in a way that makes their interconnections
apparent, rather than appearing as isolated, standalone sections.

4.3 Each Content Element is stated in the form of a question rather than a listing of
content. Accordingly, senior management and those charged with governance
will need to exercise considerable judgment in applying the Guiding Principles to
determine what ma  tters are reported, as well as how they are reported (e.g.,
whether detailed and relatively static information should ordinarily appear on the
organi zationés website with only a reference to w
the integrated report).

4.4 What i s actwually reported in any organizationds in
the individual circumstances of that organization; the points noted below each
Content Elements should, therefore, not be treated as a checklist.

A Organizational overview and business model

4.5 Content Element 1 i An integrated report should answer the question: what does
the organization do, what are the key capitals that it uses and affects, and how
does it create and preserve value in the short, medium and long term?

4.6 The integrated report provides essential context by identifying, for example:

A The organizati onds mi etkidsovalueaandcultuie,Sst$ on, it s
ownership and operating structures, and its principal activities, markets,
products and services

A Its busi ness model (including an overview of the key capitals used as
i nputs and the organizationés short, medium at
them as outputs),  critical stakeholder dependencies, and key value drivers
(see also Section 2B)
A Its attitude to risk. %
4.7 The integrated report identifies its reporting boundary and explains how it has
been determined. (See also Section 5C AReporting
4.8 A summary of key quantitative information (e.g., the number of employees,
turnover, and number of countries in which the organization operates) may be

included in the integrated report, highlighting in particular significant changes
from prior periods. More detailed and relatively static information, such as an

2 C2 NJ FdzNJi KSNJ 3 dzA R IEptedfiise RiSkd/EnagethdninBetstanding aBdE
Communicating Risk Appetite 6 HAMHO X / 2YYAGGSS 2F {LRyaz2NARy3 hNBEFyYyAI
at http://tinyurl.com/7w7xtmj.
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unchanged listing of subsidiaries, would normally be communicated more
effectively via a website or other form of communication and not included in the
integrated report.

B Operating context, including risks and opportunities

4.9 Content Element 2 7 An integrated report should answer the question: what are
the circumstances under which the organization operates, including the key risks
and opportunities that it faces?

4,10 To provide context, an integrated report identifies:

A The legal, commercial, social, environmental and political context within
which the organization operates, including the significant laws and
regulations and stakeholders needs, interests and expectations that affect
the organizationbés ability to create and pres:
medium and long term

A The organi zat i on doppotuaites, r*f iscluding those that relate
to external factors and  to its affects on, and the continued availability,
quality and affordability of relevant capitals.

4.11  This Content Element covers a description of material issues , and includes:
A a descr iption of material issues
A the organizationbds materiality determination |
A How the materi al i ssues affect the organizati

preserve value over time (e.g., how the organization integrates key
emerging or  escalating risks and opportunities into its strategies).

4,12  The circumstances under which an organization operates include the external
factors that present risks and opportunities to the organization. External factors
affect the organization both direc tly and indirectly, and influence the availability,
quality, and affordability of the capitals that the organization both depends upon
and affects in creating and preserving value.

4.13  External factors may include, for example:

A Macro and micro economic co  nditions, such as economic stability,
globalization, and industry trends

A Market forces, such as the relative strengths and weaknesses of
competitors and customer demand

A The speed and impact of technological change

A Societal issues, such as population and d emographic changes, human
rights, health and poverty, collective values and educational systems

A Environmental challenges, such as climate change and the loss of
ecosystems

A The legislative and regulatory environment in which the organization
operates

A The p olitical environment in countries in which the organization operates

and in other countries that may impact the ability of the organization to
implement its strategies.

2 C2 NJ FdzNJi KSNJ 3 dzA R IEptedfiise RiSk3/Enadethdnd Infefrated EianSeok
OHnnno | ERM TMBUGht RegeR @@ NA2dza 03 / 2YYAGGSS 2F {LRyaz2Nry3
Commission, afittp://tinyurl.com/bmmdp75.
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C Strategic objectives and strategies

414

Content Element 3 T An integrated reports  hould answer the question: where
does the organization want to go and how does it intend getting there?

4.1

4.15

4.16

An integrated report describes:
A The organizationdés short, medium and [ ong ter:i
A The strategies it has in place, or plans to im plement, to achieve them.

It also sets out how the organization will measure achievements and target
outcomes for the short, medium and long term.

In describing where the organization wants to go and how is it going to get there,
care istakento ensure the stated aspirations and intentions of the organization
are grounded in reality. They therefore need to be commensurate with the ability
of the organization to deliver on the opportunities it sees as being available to it,
including the availabi lity, quality and affordability of appropriate capitals, and a
realistic appraisal of relevant risks.

This discussion identifies:

A The | inkage between the organizationbés strateq
and the information covered by other Content Elements, including how the
strategic objectives and strategies:
i Rel ate to the organizationds current busin
changes to that business model may be necessary to implement
the chosen strategies

i Are influenced by/respond to the operating cont ext, including
identified risks and opportunities
1 Affect key capitals, and risk management arrangements related to

those capitals

A What makes the organization unique and able to realize value in the
future, such as:
i The role of innovation
i How the organizat ion develops and exploits intellectual capital
i The extent to which environmental and social considerations have
been embedded into its strategies to give it a competitive
advantage.
A Stakeholder consultations that were used in formulating strategies.

D Go vernance

4.17 Content Element4 1 An integrated report should answer the question: what is
the organizationds governance structur e, and how
organi zationbés strategic objectives, risk managem
remuneration?
418 Anintegrated report provides insight about the or
at the top. It includes an explanation of:
A The organizationds | eadership stmakingt ure and st
processes, including the diversity and skill set of those charg ed with
governance
A What actions those charged with governance have taken to influence and
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4.19

4.20

4.21

monitor the strategic direction of the organization and its approach to risk

management
A How the organizationé6s culture and ethical val
and effect on the capitals, including its relationships with key
stakeholders 3
A The role of those charged with governance in promoting and enabling
innovation
A How the remuneration is linked to value creation in the short, medium and
long term, includingho w it is | inked to the organizati on
on the capitals.
With respect to remuneration, the integrated report focuses on significant
compensation policies and plans (including cash, deferred compensation, pension
and stock arrangements). This may involve both quantitative and qualitative
information about oversight arrangements for remuneration of senior executives;
and how the |links between strategies and the orga
financial and ot her capitals are used to arrive at performance -based

compensation, including future remuneration and fixed versus variable
remuneration.

KPIs may be used to report information such as multiples of average pay, with
more detailed or relatively static information included elsewhere, for example, a
statutory report, with an appropriate reference to where to find it.

Oversight over the Integrated Reporting <IR> process is also important. (See
also Section 5E.)

E Performance

4.1 Content Element5 1T An integrated report should answer the question: how has
the organization performed against its strategic objectives and related strategies?
4.22  Anintegrated report  contains qualitative and quantitative information about

performance , including:

A KPIs** and KRIs®r egardi ng the organizationos
strategic objectives and related strategies, targets, value drivers and
identified risks, explaining the significance and implications  of those
indicators and key methods and assumptions used in compiling them

A The organizationdés effects (both positive
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A The state of key stakeholder relationships and how the organization has

responded to stakehol dersdé |l egitimate needs,
A The significant extern  al factors impacting performance
A The linkages between past and current performance and between current

performance and future outlook, including how the organization fared
against its targets.

4.23 Itis important to demonstrate the connectivity of inform ation about financial
performance with information about performance regarding the other capitals.
This may include using KPIs that combine financial and non -financial components,
explaining by way of narrative the financial implications of the organizati onos
significant effects on other capitals and, in some cases, monetization of the
organi zationés performance with respect to extern
emissions and water use.

424 Performance information includes a wJewsfis i pti on of
major external economic, environmental and social impacts up and down the
value chain, along with material quantitative information to the extent
practicable. This may include information about such things as macroeconomic
implications, carbon  emissions, or labour practices of entities with which the
organization has important relationships, such as key suppliers. (See also
Section5C.)

4.24  While other reports and communications (such as financial statements, a
sustainability report or detailed website disclosures) may be referenced or linked
for those report users who want additional detail on various aspects of
performance, the performance discussion in an integrated report is considerably
more concise and connected.

4.26 Ifregulations have  a material impact on performance (e.g., a constraint on
revenues as a result of regulatory rat-e setting)
compliance with certain | aws or regulations has a
operations, that is included in the discussio n of performance.

4.27  KPIs and KRIs can help increase comparability, but ordinarily need to be
presented in the context of qualitative information to provide context and
improve meaningfulness. Quantitative indicators are also particularly helpful in
expr essing, and reporting against, goals and targets. It is ordinarily appropriate
to present KPIs and KRlIs for a number of periods to give report users an
appreciation of trends, and to explain significant variations, noting their causes
and whether they are expected to recur. As noted at paragraph 3.59, it may also
be relevant to include a comparison of the organi
industry or regional benchmarks. When this is done, it is important that
benchmarked information is reported consist ently over successive periods,
regardless of whether the comparison in any particular period is favorable or
unfavorable.
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F Future outlook

4.28 Content Element6 i An integrated report should answer the question: what
opportunities, risks challenges and uncertainties is the organization likely to
encounter in pursuing its strategic objectives, and what are the potential
implications for its strategies and future performance?

4.29  Future outlook highlights anticipated changes over time. It provides inform ation,
built on sound and transparent analysis, about such matters as:

A Management s expectations about the short, me:«
and how that will affect the organization

A The operating context the organization is likely to face in the future and
how is it currently equipped to respond to the critical enablers, challenges
and barriers that may entail

A The associated uncertainties.

4.30 The integrated report should identify any real risks that could have extreme
consequences, even though the pro bability of their occurrence might be
considered quite small.

4.31 The integrated report includes a discussion of the potential implications, including
implications for future performance and targets, of:

A External factors, risks and opportunities, with a n analysis of how these
could affect the achievement of strategic objectives

A The availability, quality and affordability of capitals the organization uses
(e.g. the continued availability of skilled labour or natural resources),
including how key relations hips are managed, and why they are, or may
be, important to the organizationbs ability 1t
over time.

432 The discussion provides report users with an unde
key assumptions and possible risks. It may also include lead indicators, targets,
forecasts and projections, relevant information from recognised external sources,
estimates of financial and non -financial KPIs and KRIs for the future, and
sensitivity analyses.
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5. PREPARATION AND PRESENTATION

5.1 This Chapter provides guidance on the following topics relating to the preparation
and presentation of an integrated report, which is intended to provide clarity

around application of some of the concepts discussed to help organizations
TgLement the Gu iding Principles and Content Elements identified in Chapters 3 -
A Frequency of reporting

B Time frames for short, medium and long term

C Reporting boundary

D Aggregation and disaggregation

E Involvement of those charged with governance

F Use of technology

G Assurance

H Other considerations

A Frequency of reporting

5.2 At this point in time, it is anticipated that an integrated report would be prepared
annually in line with the statutory financial reporting cycle; however, many of the
Integrated Reporting <IR> concepts can be applied continuously.

5.3 Preparation of an integrated report annually does not mean that the organization
does not communicate changes to its business model, strategies, governance,
performance and prospects until the prepa ration of the integrated report. Rather
the organization considers its statutory reporting cycles and ways in which it can
provide updated information, such as through real -time reporting between the
publication of annual integrated reports (see Section 5 F on the use of
technology).

B Time frames for short, medium and long term

5.4 Given the nature of the issues that Integrated Reporting <IR> seeks to address,
the future time dimension that an organization is to consider for purposes of
preparing an integ rated report will typically be longer than it is today. The length
of each time frame for short, medium and long term is to be decided by the
reporting organization with reference to the orga
investment cycles, strategies and stakeho Ider expectations. Accordingly, there is
no set answer for establishing the length for each term.

55 Time frames differ by industry or sector; for example, strategic plans in the
automobile industry typically cover two model -cycle terms, spanning betwe en
eight and ten years, whereas within the technology industry, time frames may be
significantly shorter. Certain matters, like sustainability issues can be very long
term in nature and also are to be considered for Integrated Reporting <IR>
purposes.

5.6 The length of each reporting time frame and the reason for such length are to be
disclosed in the integrated report.

C Reporting boundary

* NOTE TO WORKING GROUP AND PILOT PROGRAMME PARTIEISiA&ason is being given to adding
a section on the relationship of Integrated Reporting <IR> with other forms of reporting.
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5.7 As noted in paragraph 4.7, the integrated report identifies its reporting boundary
and explains how it has been determined.
reporting boundary for Integrated Reporting <IR> purposes has two components,
both of which are to be considered in conjunction with the Guiding Principle,

Determining a

iMateriality and conciseness, 0 and rel ate
A The boundary used for financial reporting purposes (the financial reporting

entity)
A Risks, opportunities and impacts attributable to or associated with other

entities beyond the

the ability of the
over time

financial reporting entity that have a material effect on
finan cial reporting entity to create and preserve value

5.8 Central to the reporting boundary for Integrated Reporting <IR> purposes is the
financial reporting entity. This is because:

A It is the financial reporting entity that investors, the primary audience for
an integrated report, invest in and therefore need information about

A Using the financial reporting entity enables the information in the financial
statements to serve as an anchor or point of reference to which the other

information in the in

tegrated report can be related as appropriate.

5.9 The following diagram depicts the mapping of the entities and relationships that
are considered in deter mi
Integrated Reporting <IR> purposes.
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control or significantin  fluence. Considering this central aspect of the reporting
boundary:

(a) Material risks, opportunities and impacts attributable to or associated with
entities that are included in the financial reporting entity are reported on
in the organi zaetireppm és i ntegr

(b) Financial information and, to the extent it is relevant, non -financial
information also, that is included in an integrated report with respect to
entities included in the financial reporting entity is prepared on the same
basis as, or reco nciled to, any corresponding information in the
organi zationés financial statements in terms
measurement methods and the time frame used.

Integrated Reporting <IR> reporting boundary T risks, opportunities and impacts

5.11 The second aspect of the reporting boundary for Integrated Reporting <IR>
purposes is to identify those risks, opportunities and impacts attributable to or
associated with other entities (i.e., entities beyond the financial reporting entity)
that have a ma terial effect on the ability of the financial reporting entity to create
and preserve value over time. Accordingly, the following are considered in
identifying relevant material matters:

€) Risks, opportunities and impacts attributable to or associated w ith other
entities are reported on in an organizationds
they materially affect the ability of the financial reporting entity to create
and preserve value in the short, medium or long term.

(b) These other entitaetedmpygrbeesoefor the purpos:e
reporting, but will ordinarily extend further to include such other parties as
suppliers, customers, employees and other stakeholders (e.g., local
communities).

(© The purpose is not so much to identify entiti es to be included in the
Integrated Reporting <IR> reporting boundary, but to identify the risks,
opportunities and impacts that materially affect the ability of the reporting
entity to create and preserve value, regardless of the entity they are
attributa ble to or associated with. The entities within this portion of the
Integrated Reporting <IR> reporting boundary are not related to the
financial reporting entity by virtue of control or significant influence, but

rather by the nature and proximity of the risks, opportunities and impacts.

For exampl e, if the | abour practices in the or
material to the ability of the organization to create and preserve value,

then the labour practices of entities upstream in the value chain are lik ely

to be material. The nature and extent of information about those labour

practices to be included in the organizationo:

affected by such matters as the capacity of the organization to affect the
labour policies of entities alon g the value chain.

(d) Practical issues, such as the availability of reliable data with respect to
entities the financial reporting entity does not control, and an inherent
inability to identify all risks, opportunities and impacts that will materially
affect the ability of the financial reporting entity to create and preserve
value, particularly in the long term, may limit the nature and extent of
information that can be presented in the integrated report. It may be
appropriate to disclose such limitatio ns, and actions being taken to
overcome them, in the integrated report.

PROTOTYPE FRAMEWORK-WORKING DRAFT 42/49



INTEGRATED REPORTING <IR

WORKING DRAFT OF PROTOTYPE FRAMEWORK

D Aggregation and disaggregation 2

5.12  Each organization determines the level of aggregation (e.g., by country,
subsidiary, division, or site) at which to present information that is appropriate to
its particular circumstances. This includes balancing the effort required to
disaggregate (or aggregate) information against any added meaningfulness of
information reported on a disaggregated (or aggregated) basis.

5.13 Insome circumstanc es, aggr egation of information can result in the loss of a
significant amount of meaning, and can also fail to highlight particularly strong or
poor performance in specifics areas. On the other hand, unnecessary
disaggregation can result in clutter that ad versely aff ects the ease of
understan ding the information. The organization disaggregates (or aggregates)
information to an appropriate level considering, in particular, the way in which
those charged with governance and senior management manages the
organ ization and its operations.

514 The Guiding Principle, AMateriality and concisene
a link in an integrated report to disaggregated information that appears
el sewhere, such as on the organizationbs website

E Involvement of those charged with governance

5.15  Those charged with governance have ultimate responsibility for how the
organi zationébés strategic objectives and strategie
prospects lead to long term value creation. They are responsible for ensuring
that there is effective leadership and decision -making regarding Integrated
Reporting <IR>, including the identification and oversight of senior executives
actively involved in the Integrated Reporting <IR> process and the interna I
processes to identify material matters and collect, accumulate and report material
information.

5.16  The integrated report should identify the governance body with oversight
responsibilities for Integrated Reporting <IR>. Such body may include a
statem ent in the integrated report regarding the following matters:

A The name of the governance body that has oversight responsibilities for
Integrated Reporting <IR>

A An acknowledgement of its responsibility to ensure the integrity of the
integrated report

A That i t has applied its collective mind to the preparation of the integrated
report and the information it contains

A Its opinion or conclusion as to whether the information in the report
presents a reasonable and balanced view in accordance with the
Framework.

F Use of technology

5.17  Advances in technology enable innovative approaches to reporting that are
considered in Integrated Reporting <IR> and the application of the Guiding
Principle, AConnectivity of information. o Accord
encourag ed to use technology platforms to increase connectivity within integrated
reports, to information outside of the reports, and to enable comparisons between
reports.

NOTE TO WORKING GROUP AND PILOT PROGRAMME PARTIEISiA&aSonN is being given to adding
further material regarding conglomerates and segments.
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