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“CEOs and CFOs can make their business as
understandable as they choose. Comparability
starts with transparency.”
Patrick Finnegan, IASB Board Member

“We take a dim view of companies that report
badly. It tends to be poorly governed companies
that report badly, so we will be more sceptical
when it comes to a capital raising or debt
issuance. Companies that report better are
more likely to get long term investment.”
Investor’s view

“My overarching philosophy is that there
shouldn’t be a cookie cutter approach. A key
skill of management should be explaining
their business model and strategy clearly
and concisely.”
Investor’s view

“Companies don’t do a good job of following up
on the statements they made in previous years’
annual reports. I need an update on what has
happened since last year.”
Investor’s view

Preface

Preface
Integrated reporting is an evolving reporting trend that focuses on the core of the
company, the creation of value, and its strategic direction. The aligned illustration
of strategy, business model, performance, and business management sharpens the
understanding of the relationships and enhances external users’ scope to assess the
company’s ability to maintain and create value in the short, medium and long term.
Over the last decades, the information used to manage businesses and support
stakeholders’ decisions has become increasingly complex. Integrated reporting
seeks to align relevant information about an organisation’s strategy, governance,
performance and future prospects in a way that reflects the economic,
environmental and social landscape within which it operates.
In December 2013, the International Integrated Reporting Council (IIRC) launched
its final International <IR> Framework, extended the pilot programme with
over 100 global participants into 2014, transferred it to the Business Network and
introduced the Corporate Reporting Dialogue (CRD) in mid-2014. In September
2014, PwC hosted the IIRC Pilot Programme Conference in Madrid and presented
first results of PwC’s examination of the degree of effectiveness of corporate
reporting among the pilot programme participants.
In last year’s DAX 30 Benchmark Survey, PwC examined the degree of effectiveness
of corporate reporting at DAX 30 companies based upon PwC’s integrated reporting
model and the IIRC’s International <IR> Framework.
The purpose of this survey is to provide insights into how huge listed companies
in Germany are moving forward towards integrated reporting and how they can
improve their reporting towards a convincing story about the company’s ability to
maintain and create value in the short, medium and long term. Please note that the
selected examples what good reporting looks like don't refer solely to companies
which are listed at DAX 30.
Special thanks to Nadine Gehrke, Johann Warkentin, Fabio Weiss and Nils Weber for
their support in preparing the study.

Armin Slotta
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A	Key findings and interpretations
DAX 30 companies are moving towards integrated reporting. Even if “integrated
reports” are published “only” by three DAX 30 companies (Bayer, BASF, SAP),
the amount of so called “combined reports” is steadily increasing as well as the
integration of IIRC relevant information into the traditional annual report.
Looking at the average effectiveness measure of the companies assessed, we observe
an overall shift in quality up to 10% compared to last year’s analysis. Further to the
above mentioned observable general trend to move towards integrated reporting,
there is another reason for the overall improvement in the quality of corporate
reporting:
As the standard for the German management report (GAS 20) had been subject to
change last year, the DAX 30 companies with an effective date as of 12/31/2013
had to be compliant with the new standard GAS 20. For an overview of all material
changes of GAS 20 please refer to page 12.
As a result of the new regulation of the management report, being part of the
traditional annual report or the integrated report, companies had to improve their
reporting on non-financial information, on key performance indicators, on risks
and opportunities as well as on forecasts which led to an overall improvement in the
effectiveness of reporting of almost all the companies assessed.
What we also observe is the difficulty of companies with an effective reporting
to further improve their reporting according to the requirements of the IIRC
elements and guiding principles, especially with respect to business model and
future viability. As most of the companies stick to the regulated structure of the
management report they struggle with describing their value creation process as
required according to the IIRC Framework.
Every organization will arrive at a stage where they find that improvement requires
more. We call that the “tipping point”. We see that companies struggle to find out
how to pass this tipping point. To get over this tipping point, companies need to
focus on their value drivers and not just on the end product of their reporting. The
challenge is not merely reporting, but acting.
We think, that a tremendous improvement in the effectiveness of reporting could be
reached by starting to think about what is really relevant to create value and – as a
result of acting – restructuring traditional reporting from scratch.
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1 Highlights
Explain the nature
and the impact of
the risk for their
business

90%
Explain the key
underlying drivers of
market growth in the
reporting period

73%
Explicitly identify its
KPIs

87%
Provide information
on their policy on and
targets for diversity
on the Board

60%

Support the
reporting with key
risk indicators

37%
Align KPIs to
strategic priorities

43%
Clearly identify
material capital
inputs

13%

Provide insights into
the dynamics of their
risk profile

50%
Discuss its impact
on external nonfinancial capitals

30%

Explained their key
strategic priorities

83%
Report on the future
key underlying
drivers of market
growth

66%
Integrate the strategy
and the priorities
well into the rest of
the report

30%
Provide insights
into the competitive
landscape

17%

Give limited insight
into its reliance on
certain resources or
relationships

57%
Integrate the
business model with
other reporting

43%
KPIs aligned with
remuneration
policies

36%

Provide future targets
for all relevant KPIs

43%
Indentify material
issues for the future
viability

23%
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2 German Accounting Standard No. 20 (GAS 20)
Group Management Report
• First time application for fiscal years beginning after 31 December 2012
• GAS 20 is mandatory for all parent entities, that prepare a group management
report according to § 315 HGB (German Commercial Code).
Summary of material changes to regulation:
• Key principle of GAS 20 is the management approach, requiring disclosure of
information that is used internally to manage the company.
• The management report is relevant for reporting on the most important financial
and non-financial key performance indicators as well as reporting on material
individual risks and opportunities.
• GAS 20 gives guidance for voluntary reporting on strategic objectives.
• A comparison of forecasts reported to actual business development is mandatory.
• According to the management approach, detailed forecasts for the most important
internally used financial and non-financial key performance indicators are
mandatory.
• Detailed segment-related information is required in case of segment reporting
(e.g. segment-specific key performance indicators, segment-specific description of
risks and opportunities, segment-specific forecast).
• The presentation of the material individual risks has to reflect their importance
for the group.
• Quantitative risk disclosure is mandatory if risks are also quantified for internal
management purposes.
• A description of the overall risk position as well as the overall opportunities
position is required.
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B	Executive summary
Building and maintaining trust has never been more important and more
challenging. How business operates and what drives success is constantly evolving.
At the same time, general expectations of customers, suppliers, employees,
governments and society business is shifting. This is having an inevitable impact on
what information management needs to manage the business and what needs to be
communicated externally.
The integrated report has come to the fore as one of the most prominent channels
of communicating with stakeholders. The integrated report seeks to align relevant
information about an organisation’s strategy, governance systems, performance
and future prospects in a way that reflects the economic, environmental and social
impact it has on the environment in which it operates.
For over a decade, we have invested significant resources in understanding the
information needs of preparers and users as well as the economic benefits of
transparency and best practices from around the world in order to provide practical
insights into the critical building blocks of effective corporate reporting.
Our focus has been on aligning the interests of those who report on performance
with those who use the information to make critical investment decisions.
While financial reporting is in a mature and established phase, and has been for
quite some time, the model for reporting in an integrated way is still evolving.
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Fig. 1

The evolution of reporting
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1 Emerging themes
Regulation drives reporting on non-financial information
It was apparent this year that a lot of companies started to integrate non-financial
information into their annual report, mainly because of two reasons: The new
German standard on management reporting (GAS 20) requires companies to report
on their most relevant non-financial key performance indicators if they are used to
manage the company. In addition more and more companies realize the importance
of bringing together financial and non-financial information and start publishing
combined or integrated reports.
The conciseness paradox
We also observed that some companies have attempted to ‘cut the clutter’ in their
integrated reports by moving information to other reports that provide more detail,
or making it available on the company’s website.
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Striking a balance between reporting in a concise way and retaining key messages is
not easy. Often, context and depth is lost when the amount of thought that is put into
the content of the integrated report is not sufficient. The key to achieve conciseness
successfully is to consider materiality and completeness in communicating the ‘big
picture’.
Embedding integrated thinking
Integrated thinking is underpinned by the concepts of connectivity and
interdependency between a range of factors that affect an organisation’s ability
to create value over time.1 There is a distinct trend of connecting certain ‘typical’
sections in a report, like strategy, while leaving others to stand on their own, like
governance.
Reporting suites
Although the amount of integrated and combined reports is growing steadily, most
companies still have opted for a ‘suite’ of reports (77%) as opposed to issuing a single
integrated or combined report (23%); see figure 3 on page 17. This suite generally
consists of an annual report including annual financial statements, the management
report and the corporate governance report as well as a sustainability report and/
or additional information on the company’s website, with cross-references to areas
where more detail has been given in another report.
As with the conciseness paradox already mentioned, it is important to strike a
balance between communicating enough to bring the key messages across, and
cross-referencing to other more detailed sections of reports. This trend may also
not meet the needs and expectations of investors, which is discussed further in the
Investor perspective section of this report.
Through the looking glass
As was the case in last year’s findings, companies still focus on historical reporting
and near term forward-looking information, with limited insight being provided
about prospects for the medium and long-term future as well as the future viability
of the business model.

2 Research methodology
We conducted our survey on the companies listed on the DAX 30 during the review
period covering the 2013 calendar year. For each of the companies (see Appendix 1),
a detailed assessment of over 100 factors was performed.
The assessment was based on PwC’s integrated reporting model and linked to the
Content Elements of the IIRC’s International <IR> Framework.
Each assessment was reviewed by an experienced reviewer before being approved
for inclusion in the overall survey results.

1

“International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/uploads/2013/12/13-1208-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
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3 Overview of findings
Fig. 2

2014
2013

Survey findings by Content Element
Organisational overview and external environment
7%
63%
7%

70%

2014

Governance
6%

2013

23%

2014

Business model
13%

2013

20%

2014
2013
2014
2013

30%
23%

87%

83%

4%

63%

Risks and opportunities
3
43%
7%

7%
77%

17%
54%

67%

26%

Strategy and resource allocation
3
70%
10%

27%
73%

17%

Performance
73%

2014
2013
2014
2013

7%

27%
86%

Outlook
10%
17%

70%

7%
20%

73%

10%

Clear opportunities to develop reporting
Potential to develop reporting
Effective communication

Findings were grouped by Content Element and then evaluated according to three
broad categories:
• Clear opportunities to develop reporting;
• Potential to develop reporting; and
• Effective communication.
This year, once again, reporting on risks and opportunities, on organisational
overview and external drivers as well as performance reporting delivered the most
effective communication.
While reporting on risks and opportunities as well as performance reporting showed
the most improvement since our previous survey, it still appears to be lacking in
most of the Content Elements. Reporting on the business model and governance
are another areas where there are significant opportunities to improve effective
reporting.
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4 Reporting format trends
Fig. 3

Form of reporting
Single integrated report
10%
Combined report
13%

‘Suite’ of multiple reports
77%

Of the 23 reports that were identified as a ‘suite’, all provided annual reports
including annual financial statements, management report. Furthermore, corporate
governance report and most of them provided a separate sustainability report. The
other reports, from which 3 were recognized as an integrated and 4 reports as a
combined report, included non-financial information within the management report
or the annual report without publishing a separate sustainability report.
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C	Communicating value in the 21st century
1 Developments in integrated reporting
Fig. 4

IIRC activity
2013

2014

December 2013 International <IR> Framework launch
Pilot Programme (extended into 2014):
Companies and investors

Business
network
Corporate reporting
dialogue (CRD)

What is integrated reporting?
Integrated Reporting (<IR>), as formulated by the International Integrated
Reporting Council (IIRC), “promotes a more cohesive and efficient approach to
corporate reporting and aims to improve the quality of information available to
providers of financial capital to enable a more efficient and productive allocation of
capital.”2
Integrated reporting is not just about producing an integrated report; it is about the
journey that an organisation embarks on to create value. The IIRC anticipates that
its International <IR> Framework will become the global standard for integrated
reporting.
The IIRC released the Framework in December 2013 after a process of widespread
consultation and ‘trial runs’ by businesses and investors participating in the IIRC
Pilot Programme.
The IIRC
The IIRC brings together leaders from all the major international standard-setting
and regulatory bodies with companies, investors and other key representatives to
develop an internationally accepted integrated reporting framework.
The IIRC’s long-term vision is “a world in which integrated thinking is embedded
within mainstream business practice in the public and private sectors, facilitated by
integrated reporting as the corporate reporting norm.”3

2

3
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“ International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/uploads/2013/12/13-1208-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
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Since October 2011, the IIRC’s Pilot Programme Business Network, comprising more
than 100 businesses from 26 countries has been putting the principles of integrated
reporting into practice. Although the Pilot Programme officially ends in 2014, it
continues to exist in another format called “Business Network”.
Fig. 5

Pilot Programme company locations

South America
13
South Africa
7

Asia and Oceana
22

North America
11

Europe
52
Thereof in Germany: 6
• DAX 30-listed: 4
• non-DAX 30-listed: 2
Source: IIRC (IIRC Pilot Programme Business Network, IIRC, http://www.theiirc.org/companies-andinvestors/pilot-programme-business-network/, (accessed October 2014).)

The Business Network has been supported by more than 35 investor organisations
that comprise the Pilot Programme Investor Network.
The IIRC recently facilitated the establishment of a Public Sector Pioneer Network
that will enable its members to explore issues in applying integrated reporting in
the public sector. The network will run over two reporting cycles starting with the
2014/2015 cycle.
What’s the big deal?
The world is changing at a rapid pace and the global context in which businesses
operate is changing along with it. The economic crisis was a sharp reminder
that financial measurement alone cannot provide sufficient insight into business
performance.
Investors – and other stakeholders – are now demanding that management teams
provide clear, unambiguous information about issues such as external drivers
affecting their business, their approach to governance and managing risk, and how
their business model really works.
This paradigm shift is necessitating businesses and other organisations to consider
more than just the traditional financial focus of thinking and reporting.
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What are the benefits?
The benefits of integrated reporting are twofold. The organisations participating
in the Pilot Programme have identified the benefits of applying the principles of
integrated reporting both in their businesses and with respect to their investors.
Organisations have benefitted from improving their ability to describe their strategy
and how they create value. One of the key benefits highlighted by many reporters is
the breaking down of silos within the business and improved internal reporting used
by management to make decisions.
Investors have specifically identified clear reporting of the connection between the
business strategy, performance and prospects as a benefit. In addition, investors
focus on the disclosures provided around key risks and opportunities faced by
the business and how its governance processes address these. Ultimately, better
reporting leads to a reduction in the cost of capital.
What is the Corporate Reporting Dialogue?
The Corporate Reporting Dialogue (CRD) is an initiative introduced by the
IIRC in mid-2014 with the aim to “strengthen cooperation, coordination and
alignment between key organisations with integrated reporting as the umbrella”.4
The participants include global accounting and sustainability standard setters
representing both the private and public sector. The CRD has set a few objectives,
which include improving the quality of information available to providers of
financial capital and promoting a more cohesive and efficient approach to corporate
reporting.
What has changed between the Draft and the final Framework?
The IIRC discusses the key issues identified by the 359 respondents to its Draft
Framework in a “Summary of significant issues” document.5 We have highlighted a
few of these issues below.
Integrated Reporting and an Integrated Report
According to the Framework, the integrated report is a concise communication
about how an organisation’s strategy, governance, performance and prospects, in
the context of its external environment, lead to the creation of value over the short,
medium and long term. Integrated reporting, on the other hand, is defined as a
process founded on integrated thinking that results in a periodic integrated report
by an organisation about value creation over time and related communications
regarding aspects of value creation.
The Framework establishes a clear link between integrated reporting, integrated
thinking and an integrated report through a revision of the definition of integrated
reporting. The Framework also acknowledges that the application of integrated
thinking, which results in integrated decision-making based on integrated reporting,
can only simplify the preparation of an integrated report if based on information
readily available in the organisation.

4
5
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An integrated report is therefore not only a communication tool, but it is the end
result of integrated reporting, founded in the processes of integrated thinking that
underpin an organisation’s internal management. A report that is not based on these
underlying principles lacks substance and meaning.
Form of an integrated report and its relationship with other information
published by the entity
The Consultation Draft intends for the integrated reporting process to be applied
continuously to all relevant reports and communications, and anticipates the
preparation of an annual integrated report. These specific requirements have been
omitted from the final Framework. Some respondents sought clarification as to
whether an integrated report was expected to be an additional or new report, or
whether the Framework could be applied to existing reports such as an annual
report. Additional text in the Framework clarifies the different forms that an
integrated report may take, but emphasises that it should be a “designated and
identifiable communication”.6
The Framework emphasises that if the integrated report uses information that is
similar to information already publicly available, it should be prepared in a manner
that is consistent with, or easily reconcilable with that information. This may be an
investor presentation or other information made available to the public.
The Framework states that the integrated report should be more than a combined
summary of various other reports (e.g. financial statements and summarised
sustainability report). The report may serve as a compliance report as long as any
additional information contained in the report does not obscure the information
required by the Framework. The integrated report may link to other information
either through a hyperlink if the format of the report is in an electronic format or
through a reference if it is printed report.
A report may only claim to be an integrated report “in compliance with the
Framework” if it meets all of the highlighted requirements of the Framework. The
Framework provides some transitional concessions.
Competitive harm, cost and materiality
The paragraphs in the ‘Reliability and completeness’ section have been revised to
clarify that all material matters should be disclosed.
Information relating to material matters may, however, not be available. The
Framework retains the requirement for the entity to disclose the lack of reliable data
and its processes to rectify the situation. It clarifies that the risk of competitive harm
in itself cannot be used inappropriately to avoid disclosure and that the limitations
caused by legislative constraints and the nature of the omitted information must be
disclosed.
The Framework also states that an organisation should consider cost-benefit, but
may not refrain entirely from making any disclosure about a material matter on the
basis of cost.

6

“International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/uploads/2013/12/13-1208-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
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Responsibility for the integrated report
While the Draft Framework only specified that the relevant governance body may
include a statement acknowledging its responsibility for the integrated report,
the Framework requires a statement by those charged with governance that
acknowledges their shared responsibility for the integrated report and their opinion
on whether it has been prepared in accordance with the Framework.
The value-creation process
Based on a request from respondents to clarify what value and value creation is,
the IIRC considered a number of viewpoints on value creation. The Framework
concludes that value is created from two perspectives.
Firstly, value is created as financial returns for the providers of financial capital
and, secondly, value is created for other stakeholders and society at large. The
Framework defines value creation as “the process that results in increases, decreases
or transformations of the capitals caused by the organisation’s business activities and
outputs”.7
An organisation’s value creation process can be linked to the Content Elements as
follows:
• Organisational overview and external environment
The external environment is the context within which the organisation intends to
realise its mission and vision, and create value;
• Governance
An oversight structure underpins the ability of the organisation to create value;
• Business model
The ability of the organisation to use capitals as inputs, and convert these through
its business activities as outputs and outcomes that lead to the increase, decrease
or maintenance of capitals;
• Risks and opportunities
A continuous assessment of the organisation’s ability to create value;
• Strategy and resource allocation
The actions an entity takes to mitigate risks and maximise opportunities;
• Performance
Setting up, measuring and monitoring key performance indicators; and
• Outlook
The dynamic nature of an organisation’s value creation processes requires
continuous reconsideration.

7
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2 An investor perspective
The International <IR> Framework, however, identifies that the primary
purpose of an integrated report is to explain to providers of financial capital how
an organisation creates value over time8. This means it is critical to understand
investors’ perspectives when producing an integrated report.
Investment professionals will benefit from a more integrated understanding of
the risks and longevity of the business model through better disclosures about the
business’ key relationships and outcomes. They will also build confidence that
management has a broader understanding of risk in its strategic decision-making
thereby generating a more sustainable, resilient return, primarily through improved
risk and value management.
Reporting drives perception
A PwC publication9, which surveyed 85 investors globally, found that 80% of
respondents’ perception of the quality of a company’s reporting impacts their
perception of the quality of its management. Only 6% said otherwise.
In addition, 82% of investment professionals surveyed revealed that when
companies present information clearly and concisely, they feel more confident in
their own analyses. This could suggest that for such companies there is a lower
uncertainty or risk premium, which could have a longer-term impact on the
company’s ability to raise finance, or on its share price volatility.
Form of reporting
Although management tends to believe that investors don’t take the time to
review their companies’ annual reports, the annual report was consistently cited
as important in every category of the investor survey as a source of information.
Only 3% of investment professionals stated that they do not typically review the
annual reports of companies that they follow. This should provide some comfort to
preparers of integrated reports that their tireless work in this area is not for nought.
Interestingly, some of the findings of the investor survey supports one observation
that we noted in our analysis this year, that being the slightly growing number
of companies who present a combined or single integrated report. Nearly threequarters (72%) of those surveyed believe that having all the elements of the annual
report in one document is important, perhaps reflecting the importance of the
document across many different information types as well as the ease of having
everything in one place.

“The annual report is really a point of reference; it’s the place
you go for the detail, or to refer back to when you need to. It
might not be the first port of call for the financials – the market
moves on the prelims – but it is a very important document.”
Investor view

8

9

“International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/uploads/2013/12/13-1208-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
PwC Survey, Corporate performance: What do investors want to know?, September 2014, http://
www.pwc.com/en_GX/gx/audit-services/corporate-reporting/publications/investor-view/assets/
pwc-investors-survey-powerful-stories-through-integrated-reporting.pdf (assessed October 2014).
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Communicating value in the 21st century

Highlights of the global investor survey10
Investor views on business model
Overall, investors see room for companies to improve the effectiveness of business
model explanations, with the level of granularity, clarity and specificity being the
most commonly cited areas for improvement.
Our local research of the DAX 30 companies found that companies could
improve in identifying and describing the material capital inputs to their
business models (only 13% currently do this effectively), and giving insight
into reliance on certain resources and relationships within the business model
(only 57% currently do this to some extend and 0% do this effectively). Read
more about this in the Business model section of this report on page 42.

Investor views on strategy
Some of the key themes investment professionals talked about as areas for
improvement include clarity on performance against strategic targets and giving
a wider market context to the company’s strategic plans. Importantly, only 14% of
investment professionals surveyed felt that companies generally disclose enough
information about their future strategic plans to allow them to feel comfortable with
the judgments they need to make.
Our own research of the DAX 30 companies corroborated this view, with only
47% of companies reporting on specific future actions to be taken in order to
achieve their priorities. Furthermore, our results indicated that companies
could improve in making a clear distinction between short, medium and
longer-term strategic priorities (only 13% currently do this effectively). Read
more about this in the Strategy and resource allocation section of this report on
page 56.

10
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P
 wC Survey, Corporate performance: What do investors want to know?, September 2014,
http://www.pwc.com/en_GX/gx/audit-services/corporate-reporting/publications/investor-view/
assets/pwc-investors-survey-powerful-stories-through-integrated-reporting.pdf (assessed
October 2014).

Communicating value in the 21st century

Investor views on risk
Although 99% of respondents said that understanding management’s view of
potential risks and their mitigation strategies is important to them, 76% agreed
that there is too much ‘boilerplate’ risk disclosure. There also appears to be a lack of
linkage between a company’s risks, its strategy and its financial information, again
highlighting the importance of linkage to high-quality reporting.
Our local research found that only 43% of the companies integrated risks
into other aspects of their reporting. Read more about this in the Risks and
opportunities section of this report on page 50.

Investor views on performance measures
One of the interesting points raised by investment professionals surveyed is a
need for clarity on why management has chosen the particular measures. Such an
explanation may help users of a report to understand whether a particular KPI is an
appropriate measure and how the company has performed against the target KPI.
Our research found that only 53% of the companies effectively defined each
KPI and the rationale for its use. Read more about this in the Performance
section of this report on page 63.

Integrated Reporting in Germany 25

Findings

D Findings
1 Guiding principles
Fig. 6

Guiding Principles

ne

om

on

pa

rab

C
2.

ili t

y

1. Strategic focus and future orientation

dc
an

yo

Governance

f in

cy

vit
fo r

ist
en

c ti

Organisational
overview
and external
environment

ti o

Co

ns

ma

6.

n

Strategy and
resource
allocation

Business model

es
s

Future
outlook

Sta

ten

Performance

3.

ple

ke
h

om

old

dc

er

an

re l

it y

a ti

b il

on

li a

sh

Re

ip s

5.

Opportunities
and risks

4. Materiality and conciseness

1. An <IR> should provide insight into the organisation’s
strategy and how that relates to its ability to create value
in the short, medium and long term.
2. An <IR> should show a comprehensive value
creation story, the combination, inter-relatedness and
dependencies between the components that are material
to the organisation’s ability to create value over time.
3. An <IR> should provide insight into the quality of the
organisation’s relationships with its key stakeholders and
how and to what extent the organisation understands,
takes into account and responds to their legitimate needs,
interests and expectations.

4. An <IR> should provide concise information that is
material to assessing the organisation’s ability to create
value in the short, medium and long term.
5. An <IR> should include all material matters, both positive
and negative, in a balanced way and without material
error.
6. The information in an <IR> should be presented on a basis
that is consistent over time and in a way that enables
comparison with other organisations to the extent it is
material to the organisation’s own value creation story.

Source: Adapted from the International <IR> Framework (“International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/
uploads/2013/12/13-12-08-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
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The Guiding Principles identified in the International <IR> Framework underpin
the preparation and presentation of an integrated report, informing about the
content of the report and how strategic information is presented.11
This year, we took note of some additional aspects of reporting that reflect the
application of the Guiding Principles, which go beyond that of our core survey which
focuses mainly on the Content Elements of the International <IR> Framework.
Focus on risks and opportunities and integration of the business model
Companies show a strong focus on risks and opportunities in their reports due to
the fact that the requirements of the management report changed by GAS 20. Risks
and opportunities were areas we found to be among the most effectively reported on
(see page 50). On the flipside, one of the main findings of our research this year is a
reluctance to incorporate the business model into reporting (see page 42).
Connectivity of information
We observed an improvement in connecting with certain information, again due
to the fact that the new requirements of the management report expect companies
to report along their most relevant financial and non-financial key performance
indicators. Nevertheless, we still realized a lack of connecting strategy, governance
and business model information with the rest of the report.
Consistency and comparability
Consistency and comparability are often the most difficult principles to apply in an
integrated report. Companies that strive to innovate and evolve their reporting often
have to sacrifice consistency and comparability to achieve this. Integrated thinking
can again be a powerful tool in solving this conundrum. When a company’s strategy
is deeply integrated into all aspects of its business, the key values and priorities of
the company should become clear and remain consistent over time which, in turn,
will enable comparability.

11

“International <IR> Framework”, IIRC, http://www.theiirc.org/wp-content/uploads/2013/12/13-1208-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf (accessed October 2014).
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What good reporting looks like
Fig. 7

Munich Airport GmbH

Source: Munich Airport GmbH, Perspectives: Annual Report 2013.
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Reference to each
principle/element.

Description of the
individual principle/
element.

Linkage to specific pages
in the report, where the
principles/elements have
been implemented.

Explanation of the
sections’ content.
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2 Organisational overview and external environment

73%

of companies explained what the key
underlying drivers of market growth have
been in the reporting period and prior years.

66%

of companies explained what the
key underlying drivers of expected
market growth in the future are.

An integrated report should answer the question:
What does the organisation do and what are the
circumstances under which it operates?
Source: International <IR> Framework para 4.4

What it means
Communicating the context within which an organisation operates is often the first step
in enabling stakeholders to understand how that organisation creates and sustains value.
An integrated report should therefore communicate information that enable
stakeholders to understand the markets the organisation competes in, why it has chosen
to compete in that market and the impact of trends that are driving strategic choices.
This involves communicating about the general market environment, including the
key markets and environments that an organisation operates in, key underlying drivers
of market growth historically and in the future, and the organisation’s competitive
landscape.
An organisation should recognise the opportunities and risks presented by the external
market that, through its strategic choices, the organisation is adapting itself to meet.
Principle in practice: Good reporting should provide insight into
• The organisation’s:
–– Culture, ethics and values;
–– Ownership and operating structure;
–– Principal activities, markets, products and
services;
–– Competitive landscape and market positioning
(considering factors such as the threat of new
competition and substitute products or services,
the bargaining power of customers and suppliers,
and the intensity of competitive rivalry);
–– Position within the value chain;
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• Key quantitative information (e.g. the number of
employees, revenue and number of countries in
which the organisation operates), highlighting, in
particular significant changes from prior periods;
and
• Significant factors affecting the external
environment and the organisation’s response.
Source: International <IR> Framework para 4.5.

Findings

Findings
30% of the companies surveyed displayed effective reporting of their organisational
overview and their external environment.
Fig. 8

Reporting on organisational overview and external environment
2014

7%
30%
23%

Clear opportunities to develop reporting
Potential to develop reporting

7%

Effective communication
2013
Clear opportunities to develop reporting
70%

Potential to develop reporting
63%

Effective communication

Source: PwC analysis.

Although most of the companies surveyed provided useful information about
their business environment, some of the important information lacking in this
area is comprehensiveness. While companies give insights into their surrounding
environment, such as market trends or underlying drivers of the market for the
future, often competitive landscape or quantified information about the key
customer base is limited.
Our survey found out that only 17% of the companies provide effective information
on their competitive landscape, while 47% give some insight. Better results are
assessed at topics referring to the customer base. Nearly half (46%) of the reports
give insights into the customer base for its products or services.
Fig. 9

Insights into the competitive landscape
36%

47%

Not accomplished

Accomplished

Somewhat accomplished

Exemplary

7%

10%

Source: PwC analysis.

A comprehensive discussion of companies’ key underlying drivers of market growth
in the reporting period and prior years was identified. But just 23% of the companies
surveyed succeeded in explaining valuable information on how strategic choices are
directly linked to external drivers and trends.
How reporting can be developed
While it is often difficult to identify forward-looking information and quantify
industry trends, this information is crucial to investors in assessing an organisation’s
ability to create value over the medium and long-term, as opposed to providing
short-term returns.
Companies can therefore seize the opportunity by including robust reporting on the
factors that may impact on their ability to create value in the longer term, and use
these factors to create context for its strategic choices.
Integrated Reporting in Germany 31

Findings

What good reporting looks like
Fig. 10

Deutsche Post AG

Providing information
on market volumes
per continent.
Source: Deutsche Post AG, Annual Report 2013.
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Market shares
per business unit
are provided.

Insights into competitive
landscape and market
position are given.

Illustration of major
trade flows between
the continents.

Imports and Exports
for each continent
are quantified.
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Fig. 11

Woolworths Holdings Limited
Linked to strategic
choices.

Insights into customer
base are provided.

Source: Woolworths Holdings Limited, Integrated Report 2013.
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Fig. 12

MTN Group Limited
Key territories, markets and
quantitative information.

Competitive landscape
and market position.

Key products
and services.
Source: MTN Group Limited, Integrated Report 2013.
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3 Governance

60%

of companies provide meaningful
information on the company’s policy on
and targets for diversity on the Board.

Integrated reports should answer the question:
“How does the organisation’s governance structure
support its ability to create value in the short,
medium and long term?”
Source: International <IR> Framework para 4.8

What it means
“Those charged with governance are responsible for creating an appropriate oversight
structure to support the ability of the organisation to create value”.12
Governance reporting provides the link between the social, environmental,
economic and financial issues that impact on the organisation’s business and the
development of strategy.
Effective communication about the governance of an organisation is therefore
integral to the user’s appreciation of how those charged with governance are
creating value.
Principle in practice: Good reporting should provide insight into
• An organisation’s leadership structure, including the diversity and skills of
those charged with governance;
• Specific processes used to make strategic decisions and to establish and
monitor the culture of the organisation, including its attitude towards risk
and mechanisms for addressing integrity and ethical issues;
• Particular actions those charged with governance have taken to influence
and monitor the strategic direction and risk management approach;
• How the organisation’s culture, ethics and values are reflected in its use of
and effects on the capitals, including its relationships with key stakeholders;
• Whether governance practices exceed legal requirements;
• The responsibility those charged with governance take for promoting and
enabling innovation; and
• How remuneration and incentives are linked to value creation.
Source: International <IR> Framework para 4.9.

12
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“ International <IR> Framework”, IIRC, paragraph 2.22.
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In analysing our results, the governance element emerged as an area where reporters did
not provide much insights into their governance practice.
The overall finding was that the majority of reporters provide only partial information
on their corporate governance practice which do not reflect what those charged with
governance have actually done in adding value to the company. Often, the corporate
governance information provided had not been well integrated into the rest of the report.
Most of the companies assessed indicated they are comfortable reporting on by-laws and
articles of association. However, those reports showed they have been prepared based on
legislation (§289a of the HGB, §161 of the AktG and standards of the DCGK). The relevant
sections tend to be more of a descriptive presentation about required information. This
background also led to the finding that there is an opportunity to integrate the reporting
of the actions and responsibility of those charged with governance with the operations
and strategies of the company in order to provide a holistic view of governance.
Fig. 13

Reporting on governance

7%

6%

2014
Clear opportunities to develop reporting
Potential to develop reporting

23%

Effective communication
2013
Clear opportunities to develop reporting
Potential to develop reporting

77%

Effective communication
87%
Source: PwC analysis.

In this context it is necessary to take into account that the governance reporting
requirements according to the <IR> framework refer to companies with one tier
system, including executive and non-executive board members. The German two tier
system separates executive and non-executive board members. Therefore, the German
governance reporting provides only information about how the company has been
controlled by the non-executive board members. Information about management
topics like strategic decision making and risk management approach is being provided
by the management itself and shown in other reporting elements like risk reporting or
the report on the company’s strategy.
Do KPIs align with those that drive remuneration policies?
The link between remuneration, incentives and value creation is often thought to be
one of the true measures of an organisation’s commitment to integrated thinking.
Performance measures in isolation without a clear link to the reward of those tasked
with implementing an organisation’s strategy are often not a fair reflection of what
actually drives underlying value.
As shown in the chart below, 36% of the reports provide a clear link between all key
performance indicators and remuneration policies for executive directors and key
management. The reason for this low result is the inclusion of non-financial KPIs,
which are often not described as drivers for remuneration policies. Most remuneration
scheme disclosure includes narrative parts about the fixed and variable remuneration
and a statement that these are aligned with the company’s strategy.
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Fig. 14

KPIs aligned with remuneration policies

7%

57%

23%

Not accomplished

Accomplished

Somewhat accomplished

Exemplary

13%

Source: PwC analysis.

However, it is not clear how the objectives set for management relate to the
company’s objectives and its key value drivers. This is especially the case for the link
with non-financial capital measures where only a few of the companies disclosed a
clear linkage between remuneration and KPIs.
Looking to the future, performance measures will have to take into account the
strategy of the organisation, including both the financial and non-financial elements
of achieving strategic objectives. Remuneration policies will have to go hand-inhand with determining appropriate performance measures to ensure that targets are
not only well thought through, but also measurable.
Board effectiveness and succession
An emphasis has been placed on reporting the actual activities undertaken
by management in discharging its responsibilities, rather than reporting the
responsibilities, the terms of reference as well as the charters of the board and its
committees.
Good discussion regarding the company‘s culture and values and the way the board
drives its governance was provided by 53% of reports, while 33% were assessed as
providing some discussion. Furthermore, some description of the actual activities
undertaken by the board was provided by 57% of reports, while 37% of reports were
assessed as having accomplished good reporting practice in the actual activities of
the board and providing examples or case studies of these activities.
A word on diversity
Gender and race are important factors to consider in achieving board diversity. In
assessing the organisation’s leadership structure, we reviewed integrated reports to
determine if policies and targets for diversity have been disclosed.
No mention of a policy or a target for diversity could be found in only 10% of reports,
while 90% of reports provided brief reference to support policies on diversity.
Fig. 15

Discussion on targets for diversity on the board

10%

30%

Not accomplished

60%
Somewhat accomplished

Accomplished

Source: PwC analysis.

Reporting assessed as accomplished in this area provided insight into the company’s
policy, evidence of actions taken and targets set to achieve diversity. This was
demonstrated in 60% of the reports.
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How reporting can be developed
Organisations that integrate their governance reporting into their integrated report
provide a more holistic view of the importance of governance to a business. This also
instils confidence in investors with regards to the quality of management and overall
credibility of reporting.
Reporting on actual activities undertaken by the board and the outcomes of these
activities is more insightful than simply providing information about committee
agendas and charters.
A lot of space is dedicated to key management remuneration while there is a clear
opportunity to illustrate how management will be incentivised for executing the
company strategy and for meeting not only financial but also non-financial targets.
What good reporting looks like
Fig. 16

Munich Re AG
Description of the
measurement.

Parameters used to measure
variable remuneration.

Listing of annual objectives
that have to be achieved to
allow a variable remuneration.
Source: Munich Re AG, Annual Report 2013.
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Fig. 17

British American Tobacco plc
Matters that those charged with
governance deem important.

Particular actions
taken are described.
Source: British American Tobacco plc, Annual Report 2013.
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Actions planned
for the future are
listed.
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Fig. 18

Gold Fields Limited

Remuneration
is linked to
strategic
objectives.

Remuneration
is linked to
use of and
effects on the
capitals.

Source: Gold Fields Limited, Integrated Annual Review 2013.
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4 Business model

57%

of companies give a limited insight into its
reliance/dependency on certain resources or
relationships within its business model.

An integrated report should answer the question:
What is the organisation’s business model?
Source: International <IR> Framework para 4.10

What it means
The business model is at the heart of an organisation and draws from the different
capitals as inputs and converts them into outputs by means of the organisation’s
business activities. This process leads to outcomes which in turn impact on the
capitals, which are not necessarily the same as those used in the input phase.
This complex interconnection between an organisation and its environment is the
core of value creation.
The value creation process
Fig. 19

The value creation process

Source: International <IR> Framework (Copyright © December 2013 by the International Integrated Reporting Council (‘the IIRC’). All rights
reserved. Used with permission of the IIRC.)
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An organisation should explain the resources and relationships that it relies on to
deliver its strategy, how dependent it is on them, how it manages them and how it
monitors success.
Principle in practice: Good reporting can be enhanced through
• Explicit identification of the key elements of the business model;
• A simple diagram highlighting key elements, supported by a clear
explanation of the relevance of those elements to the organisation;
• Narrative flow that is logical given the particular circumstances of the
organisation;
• Identification of critical stakeholder and other (e.g. raw materials)
dependencies and important factors affecting the external environment;
• Connection to information covered by other Content Elements, such as
strategy, risks and opportunities, and performance (including KPIs and
financial considerations, like cost containment and revenues).
Source: International <IR> Framework para 4.13.

Findings
The reporting on the business model does not take place in the context of the IIRC
business model, but focuses on a mere business description of what the company
does.
Fig. 20

Reporting on the business model
4%
17%

2014
13%

Clear opportunities to develop reporting
Potential to develop reporting

20%

Effective communication
2013
Clear opportunities to develop reporting

63%

Potential to develop reporting
Effective communication

83%
Source: PwC analysis.
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Material capital inputs
An analysis of our findings found that only 13% of companies identify its material
capital inputs to its business model. Compared to our last year’s results, there is a
deterioration, which is due to more stringent requirements demanded by GAS 20
and the difference in the use of the word “business model” in the context of German
regulation and the IIRC Framework. While a majority (83%) of companies surveyed
showed some attempts for an identification, 4% of companies didn’t identify the
material capital inputs at any point.
Fig. 21

Identification and description of material capital inputs

4%

83%
Not accomplished

Somewhat accomplished

13%
Accomplished

Source: PwC analysis.

Measures of strength
Although there is no single definition of the business model, it is often seen as the
process by which an organisation seeks to create and sustain value. Our survey
found that 23% of reports surveyed explained the differentiators and value-adding
activities within their business model used to execute their strategy and implement
priorities. To provide a convincing story, good reporters explain what makes them
a good investment, what will drives success in achieving their objectives, and what
leads to successful performance both operationally and financially, such as excellent
skills development, differentiated customer service, timely project delivery and
capital strength.
Integration and dependency
The vast majority of companies succeeded in integrating discussion of their business
model into other areas of their reports. However, there is still room for improvement
in discussing the different components of the business model and describing the
business model in the IIRC context. Only 13% of companies clearly identified the
material capital inputs into the business model, and even a smaller proportion gave
insight into their reliance and dependence on certain resources or relationships in
their business model.
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Fig. 22

Integration on the business model with other reporting

20%
Not accomplished

37%
Somewhat accomplished

43%
Accomplished

Source: PwC analysis.

How reporting can be developed
Clarity and conciseness
Given the complexity of organisations’ relationships with the external environment,
resources and relationships, thought should be given to the communication of
this complexity to stakeholders. This is especially true where organisations are
dependent on scarce resources or significant relationships to create value. Clearly
identifying the different elements of the business model (inputs, business activities,
outputs and outcomes) and depicting them graphically may be an effective way to
simplify reporting in this area.
Centralised value creation
Many organisations neglected to discuss the role of the corporate centre in the
delivery of strategy. How an organisation functions on a central level may provide
insights about how the different elements of the business model are managed and
monitored, as the corporate centre is often the main driver of the different valuecreating activities of an organisation.
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What good reporting looks like
Fig. 23

SAP AG
Economic, social and environmental
indicators are provided.

Source: SAP AG, Integrated Report 2013.
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Link to corporate
ambitions is reported.

Findings

The connections between non-financial and
financial performance indicators are illustrated.

Clear discussion of the
relationships between financial
and non-financial indicators.
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Fig. 24

Anglo American Platinum Limited

Material capital inputs
are addressed.

Business activities
are explained.

Outputs are
identified.
Outcomes and their
effects on the capitals
are discussed.

How the company differentiates
itself in the marketplace.
Source: Anglo American Platinum Limited, Annual Report 2013.
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Fig. 25

MTN Group Limited

Material capital inputs
are addressed.

Outcomes and their effects
on the capitals are discussed.

Business activities
are explained.
Source: MTN Group Limited, Integrated Report 2013.
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90%

5 Risks and opportunities
of companies explain the nature and
implication of the risk for the business.

An integrated report should answer the question:
What are the specific risks and opportunities that
affect the organisation’s ability to create value over
the short, medium and long term, and how is the
organisation dealing with them?
Source: International <IR> Framework para 4.23

What it means
Continued short, medium and long-term value creation is significantly affected by
an organisation’s ability to identify and manage risk and embrace opportunities.
An integrated report should identify these risks and opportunities, and explain the
strategic direction the organisation has chosen and the actions it has undertaken to
mitigate these.
The company should provide insight into its risk identification and materiality
determination process. It is important that risks are not boilerplate, but specific
to the organisation, and that the organisation provides a clear discussion of the
implications of the identified risks on its ability to create value.
The Framework requires the organisation to look beyond its financial reporting
boundary (subsidiaries, joint arrangements or associates) to identity risks,
opportunities and outcomes that materially affect its ability to create value. Risks
that could impact on the organisation’s ability to create value may for example be
supplier labour practices or scarcity of natural resources available to suppliers.
Principle in practice: Good reporting should provide insight into
• Significant risks, opportunities and dependencies flowing from the
organisation’s maket position and business model;
• The specific source of opportunities and risks, which may be internal,
external or, commonly, a mix of the two;
• The organisation’s assessment of the likelihood that the opportunity or risk
will come to fruition and the magnitude of its effect if it does. This includes
consideration of the specific circumstances that would cause the opportunity
or risk to come to fruition; and
• The specific steps being taken to mitigate or manage key risks or to create
value from key opportunities, including the identification of the associated
strategic objectives, strategies, policies, targets and key performance
indicators.
Source: International <IR> Framework para 3.4, 4.25
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Although the vast majority (54%) of companies surveyed succeeded in reporting on
opportunities and risks, nearly the other half (43%) of companies surveyed indicate
potential to develop reporting on opportunities and risks. In addition, all reports
discussed the topic of risk mitigation, but just 67% of reports explained the actions
being taken to mitigate or manage the potential of each risk extensively.
Fig. 26

Reporting on risks and opportunities
2014

3%

Clear opportunities to develop reporting
Potential to develop reporting

7%
26%

Effective communication
43%

54%

2013
Clear opportunities to develop reporting
Potential to develop reporting

67%

Effective communication

Source: PwC analysis.

Risk dynamics
Merely due to the new regulation of GAS 20 referring to the reporting on key risks
and its importance to the group, we observed an increase in companies (20% to
50%) that provided good insight into the dynamics of their risk profiles by including
information about the impact and probability of identified risks, while 23% give
some insights. Furthermore, 43% of companies surveyed provide additional insights
into how the dynamics of its risk profile may be changing over time.
Fig. 27

Providing insights into the dynamics of the company’s risk profile
27%

23%

Not accomplished

Somewhat accomplished

50%
Accomplished

Source: PwC analysis.

As shown in the following chart, almost two-thirds (57%) of companies assessed
did not integrate risk reporting with other aspects of the reporting such as strategic
priorities, external drivers or business model. Only 43% of reports contain a crossreference between the risk reporting and other reporting elements. Additionally,
67% of companies provide detailed explanation of actions being taken to mitigate or
manage the potential impact of each risk.
Fig. 28

Integration on risk reporting with other aspects of the reporting
57%

Not accomplished

43%
Accomplished

Source: PwC analysis.
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How reporting can be developed

37%

of companies support the discussion
with quantified information, such
as key risk indicators (KRIs).

Our survey found that 37% of reports surveyed supported the discussion with
quantified information such as key risk indicators (KRIs). While 30% of companies
displayed room for improvement, 33% of companies did not clarify their principal
risks with KRIs.
Risks and opportunities are fundamental and pervasive to organisations’ value
creation activities. It is therefore paramount to integrate discussions relating to risks
and opportunities throughout the integrated report and avoid limiting risk reporting
to a stand-alone section.
Companies that include information about the potential impact and probability of
risks occurring provide stakeholders with valuable information about those risks
that may influence the company’s ability to create value over the short, medium
and long term. This could also include linking risks to KPIs or quantifying risks in
a meaningful way. It is also valuable for investors and other stakeholders to give an
insight how the risk profile may be changing over time.
What good reporting looks like
Fig. 29

Adidas AG
Likelihood and potential
impact are assessed.

Source: Adidas AG, Annual Report 2013.
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Potential impact of
risk is quantified.
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Fig. 30

Adidas AG (cont.)

Risks are specific
to the company.

Risks are categorized
based on the risk type.

Change in impact and
probability of risks.

Likelihood for each
opportunity is provided.

Potential impact of
opportunity is assessed.

Opportunities are
categorized based on
the opportunity type.
Source: Adidas AG, Annual Report 2013.
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Fig. 31

Munich Airport GmbH

Separate assessment
of gross and net risks.

Risks are
quantified.

Likelihood is
further described.
Source: Munich Airport GmbH, Perspectives: Annual Report 2013.
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Risks are classified
as very low, low,
medium or high.
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Fig. 32

Gold Fields Limited
Risks have been identified
as short term in nature.

Risks are specific
to the company.

Mitigate actions have
been described.

Source: Gold Fields Limited, Integrated Annual Review 2013.
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6 Strategy and resource allocation

83%

of companies have explained
their key strategic priorities.

An integrated report should provide insight into
the organsiation’s strategy, and how it relates to
the organisation’s ability to create value in the
short, medium and long term and to its use of and
effects on the capitals. An integrated report should
answer the question: Where does the organisation
want to go and how does it intend to get there?
Source: International <IR> Framework para 3.3, 4.27

What it means
The importance of an organisation’s strategy is highlighted by the fact that strategic focus
is one of the Guiding Principles of the <IR> Framework, as well as a Content Element.
A good strategy is the frame of reference for all the value creation decisions and
activities that an organisation may engage in. An organisation should communicate
what it is trying to achieve, where it is trying to compete, how it will achieve its goals
and how it will measure progress.
Principle in practice: Good reporting should provide insight into
• The organisation’s short, medium and long-term
strategic objectives;
• The strategies it has in place, or intends to
implement, to achieve those strategic objectives;
• The resource allocation plans it has in place, or
intends to put in place, to implement its strategy; and

• How it will measure achievements and target
outcomes for the short, medium and long term.
Source: International <IR> Framework para 4.28

Findings
About one-third (27%) of companies report effectively on strategy and resource
allocation, but only 20% make a clear statement about their overall objectives.
Fig. 33

Reporting on strategy and resource allocation
2014

3%
27%

Clear opportunities to develop reporting
Potential to develop reporting

17% 10%

Effective communication
2013
Clear opportunities to develop reporting
Potential to develop reporting

73%
70%

Source: PwC analysis.
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Only approximately one third (37%) of companies surveyed clearly set out the
performance measures that management uses to observe success of their actions.
There is much opportunity (57%) to provide a further insight into the progress
against the strategic priorities. Nearly half (47%) of companies report on the specific
actions which shall be taken in future in order to implement its priorities and
achieve its objectives.
Fig. 34	Setting out of management’s usage of performance measure to monitor
success of its actions
6%

57%

20%

Not accomplished

Accomplished

Somewhat accomplished

Exemplary

17%

Source: PwC analysis.

How reporting can be developed

30%

of companies integrated the
strategy and the priorities
well into the rest of the report.

By creating a link between the company’s strategy, business model, external
environment, risk management and its impact on the capitals, the organisation’s
strategic priorities can be integrated as a common theme throughout the integrated
report.
Providing time frames and targets for achieving strategic priorities will enhance the
quality of disclosure about the company’s progress towards reaching their goals.
Principle in practice: Good reporting should provide insight into
• How the organisation’s strategy relates to its business model, and what
changes to that business model might be necessary to implement chosen
strategies;
• How the strategy is influenced by or responds to the external environment
and the identified risks and opportunities;
• How the strategy affects the capitals, and the risk management
arrangements related to those capitals;
• What differenciates the organsiation (innovation, IP, environmental and
social considerations); and
• Key features and findings of stakeholder engagement that were used in
formulating its strategy and resource allocation plans.
Source: International <IR> Framework para 4.29 (adapted)
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What good reporting looks like
Fig. 35

Bayer AG

Strategy is clearly
described and
highlighted
through headings.

Targets for each
strategic pillar
are provided.

Source: Bayer AG, Annual Report 2013.
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Quantification
of targets.

Direct linkage
to the strategy.

Actions to
progress against
the strategic
priorities are listed.

Both financial
and nonfinancial targets
are disclosed.
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Fig. 36

BASF SE
Linkage to the
report and its
specific sections
where priority
targets are
explained.

Progress of the
reporting year is
communicated.

Both financial
and non-financial
objectives are
reported.

Long-term
goals are clearly
explained.

Source: BASF SE, Report 2013.
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Fig. 37

Henkel AG & Co. KGaA
Usage of
time frames.

Specific
targets are set.

Targets are
clearly quantified.

Linkage to strategy
and focal areas.

Source: Henkel AG & Co. KGaA, Annual report 2013.
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Fig. 38

Intu Properties plc

Strategic objectives
are clearly set out.

Strategy is linked
to business model.

Differentiating
factors to give
competitive
advantage
and enable
value creation.

The role of
intellectual capital
is explained.
Connectivity
of information.

Strategies in place
to achieve strategic
objectives.

Progress against
strategy.

Risks and how they are
managed are linked to
strategic objectives.
Future plans and
how they support
strategy.

Source: Intu Properties plc, Annual Report 2013.

62 Integrated Reporting in Germany

Findings

7 Performance

87%

of companies explicitly
identify its KPIs

An integrated report should answer the question:
To what extent has the organisation achieved its
strategic objectives for the period and what are
its outcomes in terms of effects on the capitals?
Source: International <IR> Framework para 4.30

What it means
Underpinning the focus on integrated reporting is a strong appreciation that the
success of organisations is inextricably linked to three interdependent factors:
society, the environment and the global economy.
Performance reporting has similarly evolved from reporting on financial measures
of success to a more holistic approach that encompasses reporting on social and
environmental performance.
Principle in practice: Good reporting can be enhanced through
• Quantitative indicators with respect to targets and risks and opportunities,
explaining their significance, their implications and the methods and
assumptions used in compiling them;
• The organisation’s effects (both positive and negative) on the capitals,
including material effects on capitals up and down the value chain;
• The state of key stakeholder relationships and how the organisation has
responded to key stakeholders’ legitimate needs and interests; and
• The linkages between past and current performance, and between current
performance and the organisation’s outlook.
Source: Consultation Draft of the International <IR> Framework para 4.28
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One-third (27%) of companies surveyed effectively communicate their performance
to stakeholders, which shows a considerable improvement. However, there is
still great potential to improve the reporting on financial performance and
measurements of success.
Fig. 39

Reporting on performance
2014
Clear opportunities to develop reporting

27%

Potential to develop reporting

7% 7%

Effective communication
2013
Clear opportunities to develop reporting
86%

Potential to develop reporting
73%

Effective communication

Source: PwC analysis.

KPIs: Providing definitions and benchmarking
Most (53%) of the companies surveyed defined each KPI and provided a rationale for
its use. By contrast with last year’s results, all companies provided definitions and
a rationale either completely for each KPI or to some extent. Moreover, the majority
(93%) of the companies quantified their KPIs. This development can be attributed to
the mandatory application of GAS 20, in which the requirements of the management
report have been changed significantly, especially referring to the usage of KPIs.
As described, the identification of the most relevant KPIs is required by GAS 20,
therefore the reports achieved good results in providing KPIs. Nevertheless, when
aligning the KPIs to the strategic priorities, only 43% of companies surveyed are
assessed as good reports.
Fig. 40

Alignment of the KPIs to the strategic priorities
57%

Somewhat accomplished

23%

20%

Exemplary

Accomplished
Source: PwC analysis.

Linking performance and remuneration
A tendency to provide further insights into remuneration policies with respect to
KPIs was identified. The explanation of KPIs aligned with remuneration policies
contributes to enhancing the transparency of management and board remuneration.
KPIs should also be aligned with strategic priorities which, however, are drivers for
the remuneration policies of the company.
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While 57% of companies surveyed disclosed some KPIs that align with remuneration
policies, clear alignment between KPIs and remuneration policies was demonstrated
by only 36% of reports. In terms of providing more than basic disclosures about
the alignment, 13% of reports were assessed as having accomplished an exemplary
reporting.
Fig. 41

Alignment of KPIs with remuneration policies

7%

57%

23%

Not accomplished

Accomplished

Somewhat accomplished

Exemplary

13%

Source: PwC analysis.

However, the question remains: What is too much and what is enough when it comes
to performance measures? There cannot possibly be a one-size-fits-all answer and
every reporter will have to judge whether the indicators that are identified as ‘key’
indeed reflect the organisation’s performance against strategy.
How reporting can be developed
Organisations can enhance the quality and usefulness of KPIs by making them
specific to their business and providing clear targets and industry benchmarks
against which they can be measured.
Where trends are provided to assist in year-on-year analysis, management
commentary should accompany these trends to enable users to understand the
movements in KPIs.
Providing a clear link between KPIs, the organisation’s strategy and remuneration
policies will enhance the quality of disclosure around remuneration.
A KPI is useful when:
• It is tailored to be relevant to the organisation;
• It is consistent with measures used by those charged with governance in
assessing the performance of the organisation;
• It is presented with targets, forecasts or projections over the short and
medium term;
• It is presented for past periods to establish a trend and with industry
benchmarks;
• It is compared against previously reported targets, forecasts or projections to
enhance accountability;
• It is reported consistently over periods;
• It includes measurement techniques and assumptions made with qualitative
information; and
• Reports on reasons for significant variations from targets, trends or
benchmarks are made, including explanations of why they are or are not
expected to reoccur.
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What good reporting looks like
Fig. 42

EnBW AG
Goals address both
financial and non-financial
strategic ambitions.

Identification of key
performance indicators
for each goal.

Providing a clear
time frame.

Actual results are listed for a
better comparison in order to be
able to assess the company’s
current state in achieving its goals.
Source: EnBW AG, Annual Report 2013.
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Fig. 43

SABMiller plc
Each performance
measure is linked to
a strategic priority.

Rationale for the use
of each measure is
explained.

Performance is
compared over more
than one period.

Source: SABMiller plc, Annual Report 2013.
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Fig. 44

MTN Group Limited

Each performance
measure is linked to
a strategic theme.

Time frame and
target is given.

Performance
measure is linked
to the capitals.

Progress on each
of the indicators
is identified.
Source: MTN Group Limited, Integrated Report 2013.
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Fig. 45

British American Tobacco plc
Performance is
compared over more
than one period.

Measures are
identified as “key”.

Measure is
defined.

Target is identified and
achievement against
target is discussed.

Source: British American Tobacco plc, Annual Report 2013.
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8 Outlook

23%

of companies explain how they have
identified material issues for the
future viability of their business

An integrated report should answer the question:
What challenges and uncertainties is the organisation
likely to encounter in pursuing its strategy, and what
are the potential implications for its business model
and future performance?
Source: International <IR> Framework, para 4.34

What it means
In developing the Framework, it was recognised that much of what is currently
reported tends to be backward-looking and fails to provide stakeholders with
sufficient information to make a meaningful assessment regarding the organisation’s
ability to create and sustain value over the short, medium and long term.
Therefore, in addition to reporting on performance during the reporting period,
the integrated report should include a forward-looking statement concerning the
organisation’s anticipated activities and performance objectives, informed by its
assessment of recent performance and understanding of trends in the external and
internal environment, including stakeholder expectations.

Principle in practice: Good reporting should provide insight into
• Anticipated changes over time;
• The organisation’s expectations about the external environment it is likely to
face in the short, medium and long term;
• How the external environment will affect the organisation; and
• How the organisation is currently equipped to respond to the critical
challenges and uncertainties that are likely to arise.
Source: International <IR> Framework para 4.35
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Our research found that 20% of reporters provided effective communication of their
future outlook and of how the company plans to create and sustain value over the
medium and long term. The remaining 80% have the potential to develop the reporting
of their future viability in terms of availability and constraints on material capital
inputs. As the companies are obliged to give outlook information by law in Germany,
we find information about the expected development of the company with respect to
key financial performance indicators (KPIs), such as revenue or EBIT, in nearly every
report. Due to the new standard on management reporting and the resulting inclusion
of the most relevant non-financial KPIs in the outlook, reports slightly improved in
comparison to our finding of last year’s survey, but they still have the possibility to
advance their disclosures on areas such as future expectation of constraints on the
material non-financial capital inputs which create the company’s value.
Fig. 46

Reporting on future outlook
2014
10%

20%
10%

17%

Clear opportunities to develop reporting
Potential to develop reporting
Effective communication
2013
Clear opportunities to develop reporting
Potential to develop reporting

73%

Effective communication
70%

Source: PwC analysis.

The materiality determination process
It is important to understand the process undertaken by management to identify
material issues affecting the organisation’s future viability in order to provide a
context for the strategic outlook of the organisation.
Less than a third of reports (23%) gave a description of how the company has
identified material issues, while the vast majority of reports (77%) only provided
some or even any insight into this process.
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Time frames
In using relevant time frames, the reporting on an organisation’s future can be
improved. Considered time frames and targets will vary depending on its business
and investment cycles, industry context, strategies adopted and stakeholder
expectations. Although we see companies (17%) providing clear time frames
in which future viability has been considered, most of the companies surveyed
demonstrate much potential to develop their reporting using time frames, bearing in
mind the nature of the company’s business and industry.
Setting targets for performance measures or KPIs to monitor progress against
strategy in relation to non-financial capitals are provided by 13% of reports at a very
good level. 87% of reports surveyed had a potential to develop.
In addition, as indicated in the figure below, merely 30% of reports assessed
discussed its impact on external non-financial capitals, such as human, intellectual,
social and relationship capitals, as a result of its activities, while 70% of companies
provided at least some insights.
Fig. 47

Discussion of its impact on external non-financial capitals
70%

Somewhat accomplished

30%
Accomplished

Source: PwC analysis.

How reporting can be developed
The integrated report should provide a clear and appropriate demonstration of the
time frame over which future viability has been considered, taken into account the
nature of the company’s business and industry.
Disclosing the specific strategic actions which have to be undertaken in order to
address the availability of material non-financial capitals and providing future
KPIs for the identified strategic objectives communicates the future prospects and
viability of an organisation to its stakeholders.
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What good reporting looks like
Fig. 48

Deutsche Telekom AG
Financial and nonfinancial performance
indicators are listed.

Indicators are provided
on a segmental basis.
Source: Deutsche Telekom AG, Annual Report 2013.

74 Integrated Reporting in Germany

Findings

Insights into the
expectations for the next
2 years are provided.

Clear description
of indicators.
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Fig. 49

Nedbank Group Limited

Future plans are linked
to challenges in the
external environment.
Source: Nedbank Group Limited, Integrated Report 2013.
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Targets for future
performance are
identified.

Outlook is linked
to overall strategic
objectives.

Appendix 1: Companies surveyed

Appendix 1: Companies surveyed
Adidas AG
31 December 2013
Allianz SE
31 December 2013
BASF SE
31 December 2013
Bayer AG
31 December 2013
Beiersdorf AG
31 December 2013
BMW AG
31 December 2013
Commerzbank AG
31 December 2013
Continental AG
31 December 2013
Daimler AG
31 December 2013
Deutsche Bank AG
31 December 2013
Deutsche Börse AG
31 December 2013
Deutsche Lufthansa AG
31 December 2013
Deutsche Post AG
31 December 2013
Deutsche Telekom AG
31 December 2013

Fresenius Medical Care AG
& Co. KGaA
31 December 2013
HeidelbergCement AG
31 December 2013
Henkel AG & Co. KGaA
31 December 2013
Infineon Technologies AG
30 September 2013
K+S AG
31 December 2013
LANXESS AG
31 December 2013
Linde AG
31 December 2013
Merck KGaA
31 December 2013
Munich Re AG
31 December 2013
RWE AG
31 December 2013
SAP AG
31 December 2013
Siemens AG
30 September 2013
ThyssenKrupp AG
30 September 2013
Volkswagen AG
31 December 2013

E.ON AG
31 December 2013
Fresenius SE & Co. KGaA
31 December 2013
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About us
Our clients face diverse challenges, strive to put new ideas into practice and seek
expert advice. They turn to us for comprehensive support and practical solutions
that deliver maximum value. Whether for a global player, a family business or a
public institution, we leverage all of our assets: experience, industry knowledge,
high standards of quality, commitment to innovation and the resources of our expert
network in 157 countries. Building a trusting and cooperative relationship with
our clients is particularly important to us – the better we know and understand our
clients’ needs, the more effectively we can support them.
PwC. 9,400 dedicated people at 29 locations. €1.55 billion in turnover. The leading
auditing and consulting firm in Germany.
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