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¢» Reasons for Current Developments and Trends in
==~ Management Reporting ()

a) Increasing value orientation

« Growing significance of intangibles, for instance, measured in terms of stock
market value:

COMPONENTS of S&P 500 MARKET VALUE
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Source: http://www.oceantomo.com/2015/03/04/2015-intangible-asset-market-value-study/



> Reasons for Current Developments and Trends in
== NManagement Reporting (ll)

a) Increasing value orientation has led to

-> higher requirements on obligatory reporting, e.g. non-financial indicators,
business modell, opportunities, strategy

and

—> increase in voluntary reporting to disclose intangible values, e.g. Intellectual
Capital Statement resp. Wissensbilanz, WICI Intangibles Reporting
Framework, Human Capital Reporting
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> Reasons for Current Developments and Trends in
== Management Reporting (lil)

b) Loss of confidence has led to increasing demands for
 ...Corporate Social Responsibility (CSR)

» Supplementary (voluntary) sustainability reports focusing on economic, ecological and
social factors (triple bottom line), e.g. Global Reporting Initiative, Sustainable
Development Goals (of United Nations), Global Compact.

» Changed perception of company value:
Shareholder Value < Stakeholder Value

 ...monitoring and transparency
» Enlargement of management reporting to include, for instance:
+ Risk Report
Responsibility Statement
Corporate Governance Statement
Description of the Internal Control and Risk Management System
Remuneration Report
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> Reasons for Current Developments and Trends in
= Management Reporting (VI)

c) Reducing diversification in corporate reporting

« Variety of reporting instruments:
» (Consolidated) Financial Statements
» (Group) Management Report
» Remuneration Report
» Sustainability Report
» Intangible Report, Human Capital Report, ... etc.

« Compulsory as well as voluntary information increasingly published:
» Rising information costs for both report recipients and senders
» Information overload?

= Integrated Reporting and Integrated Reports, respectively, strive to concentrate

on value-relevant information
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EU-Directives with Respect to Non-financials in
== Management Reporting in Germany

owledge

2003/51/EC 2014/95/EU

(BilReG 2004) (CSR-RUG 2017)

German Commercial Code (HGB)

Directive 2003/51/EC Directive 2014/95/EU
amendin? on the annual and consolidated on disclosure of non-financial and
accounts of certain types of companies, banks diversity information by certain large

and other financial institutions and insurance
undertakings

= Accounting Law Reform Act = CSR Guideline Implementation Act

(BilReG 2004), German Accounting Standard (CSR-RUG 2017)
GAS 15 (2004, replaced by GAS 20 in 2012) +CSR Disclosure

+Non-financial KPIs
in management reporting relevant to the
particular business, where appropriate, of
groups and large corporations
3rd & 4th July 2017 The World Conference on Intellectual Capital for Communities
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Group Management Report (GAS 20): “Red Thread” of
2 (Non-)Financial KPIs Used for Internal Management

owledge

Fundamental Report on Expected
Information about Report on Developments / : Report on
the Group Economic Position = Opportunities / Risks : Economic Position
(2013) (2013) (2013) (2014)
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3rd & 4th July 2017 Source: based on KPMG Accounting News, November 2013, p. 3; adapted to example of BMW Annual Report 2013

and 2014 at Wulf/Niemaller, 2015, p. 107



EU-Directives with Respect to Non-financials in
= Management Reporting in ltaly

owledge

2003/51/EC 2013/34/UE 2014/95/EU

(DLgs n. 139/2015)

(DLgs n.32/207) (DLgs n. 254/2016)

Italian ,,Codice Civile“ and Public Accounting Reform

Directive 2003/51/EC Directive 2014/95/EU
amendintg o th?t a_nr][ual a”qc consolidated on disclosure of non-financial and
accounts of certain types of companies, NS . ;
banks and other financial institutions and dlverS|tyd|n1;§[)rEat|on bé’ certain large
insurance undertakings undertakings and groups

_ Non-financial KPIs implemented in ltaly by DLgs n. 254 of
in management reporting relevant to the December 30, 2016

particular business, where appropriate, of
groups and large corporations
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» CSR Directive 2014/95/EU:
= Overview -

owledge QU fOpa.eU

= Amendments to Directive 2013/34/EU on the annual financial statements, consolidated financial
statements and related reports of certain types of undertakings:

» Relevant for financial years starting in 2017

» Legislative proposal in order to improve disclosure of social and environmental information for
investors and other stakeholders:

» Enhancement of consistency and comparability of non-financial information
» Establishing a certain minimum of legal requirements for an CSR-related understanding of
undertaking's development, performance, position and impact of its activity:

» Large undertakings (parent undertakings of a large group, respectively) which are public-
interest entities exceeding the average number of 500 employees:

+ (Consolidated) Non-financial statement (Articles 19a, 29a)

» Undertakings referred to in point (1)(a) of Article 2 that shall include a corporate governance
statement in their management report:

+ Description of the diversity policy (Article 20 Paragraph 1(g))
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CSR Directive 2014/95/EU:
e Non-financial Statement

wlefBe

Description of the undertaking's business model

Information relating, as a minimum, to the following matters:

1.Environmental

2.Social

3.Employees

4.Respect for human rights

5.Anti-corruption and bribery

» Description of the policies pursued by the undertaking in
relation to those matters, including due diligence processes

implemented
» Outcome of those policies

» Principal risks and risk management related to those matters
linked to the undertaking's operations

» Principal risks and risk management related to those matters
linked to, where relevant and proportionate, its business
relationships, products or services

» Relevant non-financial KPls

» References to, and additional explanations of, amounts
reported in the annual financial statements where

appropriate
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Source: based on Wulf/Niemoller, 2016, p. 246
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Non-financial Statement and Integrated Report:

_/ ] ] ] ] ]

= similarities and differences

| Non-financial Statement IR-Framework
Buisiness model Buisiness model (IR F. 4C)
Description of the policies pursued by the Organizational overview and external
undertaking in relation to those matters, including environment, Governance (IR F. 4A, B)
due diligence processes implemented
Outcome of those policies Performance (IR F.4F)
Principal risks and risk management related to Risks and opportunities (IR F.4D)

those matters linked to the undertaking's operations
and its business relationships, products or services

Relevant non-financial KPls Performance (IR F.4F)

References to amounts reported in the annual Principle: connectivity of information
financial statements where appropriate

Integrated Reporting has a higher focus on the value creation process,

connectivity of information and future perspective
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unities

A comparison coming from real experience in
Germany and ltaly
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Case: EnBW - Utilities company
W Segments and Key Figures

* As an integrated energy company, EnBW operates in Germany along
the entire energy industry value chain in four segments: Sales,
Grids, Renewable Energies, and Generation and Trading. We draw on ¢
variety of resources — from finances through to expertise — for our
corporate activities. As a result of the efficient application of these
resources, we create value for ourselves and our stakeholders.
EnBW has a diversified business portfolio with a once again —

following the realignment as part of the Energiewende — increasingly
advantageous risk-return profile.

Source: EnBW Integrat
Annual Report 2016; O

AdeSted EBITDA : 1 939 available at: https://
m||||0n € www.enbw.com/enbw

investoren/investors_c
news_und_publikation
enbw-report-2013-con
version.pdf; last checke
20.06.17

Revenue: 19 368 Total assets: 38 535

million € million €
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EnBW: Shareholder Composition 2016

ial Capital
unities
owledge
0, 3% 0 63% 0,39% 2,08%
2, 08/’ 2 45%  0,97% |
= Neckar-
Elektrizitatsverband
= Badische Energieaktionars-
Vereinigung
= Gemeindeelektrizitatsverband
Schwarzwald-Donau = Public Shareholder
OE\QI Energie-Beteiligungs " Free Float
GmbH
= Company-owned Shal
46,75% = NECKARPRI- -
Beteiligungsgesellschaft mbH
= EnBW Energie Baden-
Wiirttemberg AG
® Free Float
Source: EnBW Integrated Annual Report 2016; Online available at: https://www.enbw.com/enbw_com/investoren/investors_docs/ the figures do not necessarily add up
news_und_publikationen/enbw-report-2013-condensed-version.pdf; last checked on: 20.06.17 to 100 % due to rounding differences
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Sustainable Responsibilty at EnBW since 2011

The CEO’s tasks primarily pertain to strategic, investor
relations, corporate policy and group-wide issues as well as
any high-profile functions. The CEO is responsible for the
management and development of the group, top management
issues, the development of the gas segment, internal auditing,
corporate communications, the topics of corporate responsibility
and sustainability as well as representing the group’s interests
with regard to the industry, technology and energy legislation.
The group’s interests are promoted by representative offices
in Brussels, Berlin and Stuttgart and through the coordination
of association activities. The areas of media, group press
activities and internal communications are the responsibility
of corporate communications. Group development covers
the areas of group strategy and mergers and acquisitions.

ial Capital
unities
owledge

Source: EnBW Annual Report 2011, p. 44; Online available at: https://www.enbw.com/enbw_com/investoren/investors_docs/news_und_publikationen/
enbw-report-2013-condensed-version.pdf; last checked on: 20.06.17
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The path to integrated reporting at EnBW

lcll 2004: Ethics and Sustainability report
e 2005-2007: Booklet on Sustainability report
Since 2008/9: Sustainability report
2011 2012 + 2013 2014

Annuat

Combined ' Integrated
— Report Report

Source: EnBW Report 2013, p. 2; Online available at: https://www.enbw.com/enbw_com/investoren/investors_docs/news_und_publikationen/enbw-report-2013-
condensed-version.pdf; last checked on: 20.06.17

3rd & 4th July 2017 The World Conference on Intellectual Capital for Communities
- 13th Edition -



EnBW Intangibles: Interdependencies between
o> TOP-KPIs

unities
owledge Employee Commitment Index (ECI)

LTIF (Lost Time Injury Frequency)

Share of adjusted EBITDA Share of adjusted EBITDA
accounted for by “Customer accounted for by Grids
proximity”/Sales

Customers and society

EnBW/Ygllo Customer , Adjusted EBITDA
Satisfaction Index

SAIDII(electricity) Internal financing capability

ROCE
Share of adjusted EBITDA Share of adjusted EBITDA
accounted for by Generation accounted for by Renewable
and Trading Energies

ource: EnBW: Integrated Report 2016, p. -
g P P Installed output of renewable energies

(RE) and the share of the generation
capacity accounted for by RE
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EnBW AG: Linking top opportunities/risks with KPI

.Fln'anaal 'Str:ateglc on-financial performance indicators
o indicators indicators

1)z |sfafs]e]r fofofufu]n]mn]u
unities

owledge ° o i . X
, 0 Participation models and divestitures ——— - -
@ e ey T T 1L [ [ [
6 Market prices of financial investments ——————e
3
T ° Discount rate applied to pension provisions ————e
k] o
= Competitive environment . - - -
2
§_ ° Fluctuations in wind energy yield 0- - - -
&
2 ° Availability of nuclear power plants —0- - - -
'—
Q T -
0 Margin payments o -
0 Power plant optimisation 0- - -
]
o Key performance indicators o
B Cross-segment El Adjusted EBITDA A share of overall adjusted SAIDI [electricity)
B Sales n Internal financing capability EBITDA accounted for by Employee Commitment Index (ECI)
Bl Renewable Energies n ROCE
N: Integrated Report 2016, w Generation and Trading Share of overall adjusted EBITDA Share of overall adjusted Installed output of RE and share of

EBITDA accounted for by Gen-

accounted for by “Customer ) .
eration and Trading

proximity”/Sales

Share of overall adjusted EBITDA Reputation Index
accounted for by Grids EnBW/Yello Customer Satisfac-
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- 151N EQIUoN -

generation capacity accounted for
by RE
CO; intensity

m
Renewable Energies B oF
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¢ Case: HERA - Utilities company
= Sustainability Report

. GRUPPO
—==HERA
f
Sustainability
report
3rd & 4th July 2017 The World Conference on Intellectual Capital for Communities 18
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+” HERA: Main Buisiness

1al Capital
llllllll

« A Group that provides energy, water and
environmental services to over four
million citizens in 357 municipalities
There are over 2.1 million customers
spread across northern and central Italy.
Customers with at least one service
(included among water service and sale
of gas and electricity) amount to around
2,142 thousand. Gas and free-market
electricity customers increased reaching
51% and 72% of the total, respectively.
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HERA: Operating Results

ial Capital
unities
owledge

19%
URBAN WASTE

EBITDA 23%

ENERGY

56% of Ebitda
from
regulated
activities 7%
DISPOSAL

48%
NETWORKS
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HEAR: Shareholder Composition 2017

| Capital
unities
wledg ) )
Azionariato al 31 marzo 2017
91,3 %
Patto
soci pubblici
48,1%
Flottante
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1al Capital
unities
owledge

2003

Annual
report

Sustenaibility
report
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2> HERA: A wider perspective of reporting

2013 2016
Annual Annual
report report
Sustenaibility Sustenaibility
report report RI-G4
Certification IR not yet ...
SA8000 social in practice....
certification

Source: F. manes Rossi Accounting change and integrated reporting in Prctice The case of Hera gropu
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HERASs Intangibles: From values to
< value

owl
| MISSION
VALUES / CODE OF ETHICS

f//

STRATEGIC PLAN, BJDGET,

SUSTAINABILITY REPORT

INVOLVEMENT

OF STAKEHOLDER

BALANCED SCORECARD Source: Hera’s cycle from strategy to daily
management, Hera Sustainability Report, 2016, p.
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2 Sustainability reporting at HERA

1al Capital
unities

« The 2016 sustainability report was drawn up on the basis of the AA1000 standard which provides
the steps required for preparing social and sustainability reports.

« The report content matter was selected in compliance with GRI Sustainability Reporting
Standards” (2016) and “Electric Utilities Sector Disclosures” (2013) both defined by Global
Reporting Initiative (GRI) with the option “In accordance” — Comprehensive. For the definition of
Value added and its distribution to stakeholders the Standard GBS 2013 defined by Gruppo di
studio per il Bilancio Sociale have been used. In this issue of the report, for the first time this year
and two years ahead of mandatory requirements, the GRI standard approved in October 2016 was
used as a reference.

« The Hera Group has ratified its commitment to the aims of the Global Compact and the report
represents the yearly Communication on Progress that is submitted to the Global Compact.
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Learning from German BASF’s Value-to-Society -
<> Benefits

unities
owledge

What are the benefits of Value-to-Society

assessments?

Measuring and expressing our impact on society in ‘
monetary terms improves the understanding of the T
relevance of specific economic, social and environmental "

EEE Negative

impacts and their interdependencies along the different
P P 8 effects

levels of our value chain. This transparency supports the

Positive
contribution

integrated character of our actions, contributing to BASF’s

long-term success.

ource: https://www.basf.com/en/company/sustainability/management-and-instruments/quantifying-sustainability/we-create-value.html#interactive-chart
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Some conclusive suggestion

unities

- Actually at a minimum of 80% of the information needed for
Integrated Reporting is covered by the new EU-Directive

- The EU strategy could be successful: simply asking a compulsory set
of topics that can be covered by specific contents

- In Europe there is a strong tradition in reporting according to CSR
and sustainability reporting perspective. In any case, the quality of the

report depends on the will of the company. Accountability is a cultural
skill.
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Some conclusive suggestion

w= . German EnBW's Integrated Annual Report is based on GRI G4 Core

' Standards and does follow the IIRC-Framework.
Italian HERA has combined an international standard like GRI with an Italian
standard to evaluate social value added made by GBS (Gruppo Bilancio
Sociale).
BASF is one example using a Value-to-Society assessment

- In public sector we have to take in account the institution’s structure and the
bureaucratic approach. That can be a barrier for the adaption of one specific
model like Integrated Reporting.

- Accountability as a product of a cultural skill is very relevant for a company.
Which is the richest way?
... coordinating information and reporting OR

integrating information and reporting?
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Thank you for your attention

Inge Wulf
E-Mail: inge.wulf@tu-clausthal.de

Pierluigi Catalfo
E-Mail: pcatalfo@unict.it
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