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FOREWORD

The level of trust between organizations, either public or
private, and their stakeholders may well be at one of its low
points in history. The pervasive call for transparent, credible
and quality reporting, as a critical component of accountability
and stakeholder engagement, is timely and vital to rebuilding
trust.

Reporting that focuses on positive information with the understatement or omission of
negative information is perceived to be a less than transparent reflection of the organization’s
perfarmance and outcomes. Stakeholders may rightly say that the reporting is unbalanced,

In striving to achieve balanced reporting the organization needs to, firstly, critically reflect an
whether its current reporting is a true picture of performance and outcomes, secondly, re-new
the commitment to balanced reporting by those charged with governance, and thirdly, ensure
it has the processes and systems in place to produce the quality and balance in reporting that
15 expected.

The King IV Repart on Corporate Governance™ for South Africa 2018" (King V] is clear on the
duty of those charged with governance to ensure that the reports released by the organization
enable stakeholders to make informed assessments of performance as well as short,
medium- and long-term prospects. The Infemational <l Framewark® {<IR= Framework) sets
out Guiding Principles and Content Elements which, when diligently applied, support balance
in the integrated report.

Balanced reporting is not a choice, It is a part of the governing body’s duty of accountability
It is an imperative in rebuilding trust and legitimacy betweean organizations and their
stakeholders and is integral to ethical and effective leadership by the governing body.

Afowip KT

r
Professor Mervyn E. King SC

Chairman of the Integrated Reporting Committes [IRC) of South Africa
Chairman Emeritus of the International Integrated Reporting Council {/IRC]

December 2018

1 Copyright and trademarks are awned by the Institute of Directors in Southern Africa NFC and all of its rights are
reserved, Available at i |

2 Awailable at v ] | I or



PURPOSE The Integrated Reporting Committee (IRC) of South Africa
OF THIS has developed this Information Paper (Paper) to assist
PAPER organizations achieve the balance in reporting that is essential
to the credibility and usefulness of their integrated reports.

The Paper aims to assist those preparing integrated reports, as well as executives and
members of the gaverning body who are responsible for guiding and approving integrated
reparts and hence play a critical role in ensuring that reports are balanced. Further, the Paper
will be helpful to the users of reports to enhance their undarstanding and expectations of
what balanced reporting means and how it can be achieved.

The Paper sets out to;

Highlight the critical role of the governing body

Consider the meaning of balanced reporting

Identify the bensfits, challenges and weaknesses

Consider the guidance of the <IR= Framawork

Suggest key considerations in achieving balanced reporting with illustrative examples
from the reports of South African organizations

O 00 90

[he Paper includes reference to King 1V, which is the South African corporate governance
code released in November 2016, and the <|R> Framework released by the International
Integrated Reporting Council {IIRC) in December 2013. The <IR> Framewaork has been
endorsed by the 1RC of South Africa as guidance on good practice on how to prepare an
integrated report. Excerpts from King [V and the <IR> Framework are stated in italics in this
Paper.

While this Paper suggests key considerations for achieving balanced reporting, it does not
purport to be an exhaustive checklist and recognises that the due process, judgement and
integrity of the organization’s leadership ultimately determines whether their integrated
report providas a balanced view of the organization's value creation process,

It should be noted that this Paper is issued for informational purposes; guidance is offered by
king IV and the <IR= Framework.

The «IR= Framewark uses the term thase charged with governance, while King IV refers to
members of the governing bod)y. Both terms are used interchangeably in the Paper.




THE ROLE OF
LEADERSHIP
AND
GOVERNANCE

The governing body is responsible for the organization’s
strategic direction and actions - and for its reporting. It is the
duty of those charged with governance to ensure that the
information reported presents a true and fair reflection of the
affairs of the organization.

Balanced and transparent reparting is a part of the duty of accountability that members of the
gaverning body have to the organization, and through it, to the organization’s stakeholders.

There is an inherent expectation that the goveming body sets an ethical philosophy and
approach to transparency throughout the organization, and which carries through to reporting.
The governing body sets the tane on transparency: the unambiguous and truthful exercise of
accountability,

King IV* acknowledges this by requiring, in its Principle 5, that the governing body should
gnsure that reports issued by the organization enable stakeholders to make informed
assessments of the arganizations performance and its short,- medium- and long-term
prospects’. King IV's definition of performance is wide encompassing both the performance
against strategic objectives and the positive and negative effects on the capitals.

To achisve Principle 5, King I\ offers & number of recommended practices that can be
implemeanted by the governing body, namaly™

©  Assume responsibility for reporting by setting the direction for how it should be
approached and conducted,

O Approve management’s determination of the reporting framewaorks used, taking into
account legal requirements, the intendad audience and the purpose of sach report;

O (Oversee that reports comply with legal requirements and/or meet the information needs
of material stakeholders;

© (versee that the organization issues an integrated report at least annually;

O Approve management’s bases for determining matariality for the purpose of deciding
which information should be included in reports;

©  Ensure the integrity of reports through oversight of the assurance of external reports; and

©  Ensure that external repaorts, including the integrated report and annual financial

statements, appear on the organization’s website or on other platforms appropriate for
access by stakeholders.

3 King IV states that there are four desired outcomes of governance, namely; ethical culiure, good performance,
effective control and legitimacy. There are 16 Principles to apply in pursuit of these outcomes, Each Frinciple has a
number of recommended practicas t implemeant to give affect to the Principle.

4 King I Principle 5, page 48
5 Paraphrased from King 1Y, Principle 5, page 48



Further, the <IR= Framework requires a statement of responsibility from those charged with
gavernance 1o be included in the integrated report, acknowladging

continued & thair racnnneibilify 0 encura the intanrh

The inclusion of the statement of responsibility in the integrated report implies that those
charged with governance have a sound basis for acknowledging the integrity of the report
and are comfortable that thers has been thorough application of the <IR> Framework’s
requirements. The governing body relies on the organization’s capability for balanced
reparting through credible information systems and the monitoring and managemeant
processes, Ultimately, though, it is the judgement of those charged with governance

as to whether or not balanced reporting has been achigved.

B Intemational <IR= Framework, 16 Responsibility for an integrated repart, page 9. The <IR:» Framework offers
alternative disclosure (to be used for a limited time anly) where such statement is not incleded in the report




WHAT
BALANCED
REPORTING
MEANS

The <IR> Framework states: A balanced integrated report
has no bias in the selection or presentation of information.
Information in the report is not slanted, weighted, emphasized,

de-emphasized, combined, offset or otherwise manipulated to

change the prob ?“f.-'afj,-' that it will be received either favourably
or unfavourably.”

In its essence, a balancad integrated report is a complete report: it contains all material
information to understanding the organization’s value creation process and this information is
prasented fairly and without bias. Completeness encompasses forward-looking information
over the short-, medium- and long-term and the six capitals used and affected in the value
creation process. Completeness helps to avoid perceptions that the report is not balanced.

Recent academic research has revealed three important variables in the quality and balance
of integrated reports:

& Balance between good and bad news.

© A mix between forward-looking and non-forward looking information,

O Balance between qualitative and quantitative information.®

These points are explorad in the Key considerations section in this Paper
(Other emerging themes from academic research also have relevance:

© Corporate reports often convey “bursaucratic™ approaches.®

Reports need to be more “authentic” to multiple stakeholders ?

Transparency and credibility are the building blocks to more authentic reports,™
Corporate reporters often do not have robust reporting processes and systems in place.”

o 0 o Q0

The majority of executives do not place a high level of confidence on the non-financial
information captured internally within the organization,™

There is a "perceived” bias in corporate reports, from the perspective of analysts."

o

7 International <IR= Framawar, Guiding Principles, 3F Reliability and completeness, Balance, page 21

A Adapted from Melloni G, 2015 Intellectual capital disclosure in integrated reparting: an impression management
analysis. Jowrnal of Intellectual Capital, 1613), pp.661-6BD

9 Adapted from Scott B., 2018. Searching for authenticity. Available at

10 Adapted from GRI, 2015, G4 Inside out - Balanced reporting. Available at

11 Adapted from MoMNally M-4., Cerbone 0., Maroun W. Explaring the challenges of preparing an
ntegrated report. Meavtar’ Accowntancy Research, Vol _'C Issue: 4, pp 4B81-504 a5 part of a special
isswa on integrated reporting. Available at DA

12 Adapted frnrl Black Sun, 2016, Purpose beyond Profit. Svailable at

13 Adapted from Abhayawansa 5, and Abeysekera |, 2009, Intellectual capital disclosune fram sell-zide analyst
perspective, Journal of ntellectus! Captal, 1002), pp.#54-306



BENEFITS OF
BALANCED
REPORTING

Balanced reporting, and the legitimacy and credibility it brings,
affords many benefits to the organization, including:

Enhanced trust and reputation — Balanced reporting offers comfort to stakeholders

that the leadership is accountable, takes ownership of negative outcomes and reflects a
willingness 1o engage on important matters. Stakeholders may already be aware of the
organization’s negative outcomes and by not disclosing complete information the perception
may arise that the truth is being obscured. Disclosing relevant information, completely and
transparently, enables improved understanding and informed decision-making by users, which
develops trust. The global Edelman Trust Barometer™ report found that the most important
expectation that respondents have of CEOs was to build the trust of stakeholders in their
company.

Accurate narrative — Disclosure that includes negative information allows the organization
to ensure that the public narrative has context and is accurate by communicating the nature
of the issues, their impact and mitigating actions taken. Proactive transparency can avoid
inappropriate or inaccurate interpretations by stakeholders and the potential fall-out that
could rasult from this.

Information obtained through the process could be useful — The organization that is
self-critical in its reporting can gain insights into weaknesses in its business model, systems
and processes,

An open and transparent organizational culture — Balanced and transparent disclosure
iz not only beneficial to external stakeholders, it can foster an open and transparent
organizational culture and assist in promoting emplovee engagement and productivity

A consistent message — Aligning the external narrative with the intemal narrative
gliminatas multiple perspectives that could confuse and may even call inta question the
inteqrity and capability of the organization,

Reflects enlightened, strategically-focused leadership — Balanced reporting can
show stakeholders that management is aware of the entire spectrum of risks and outcomes
facing the business and that there are plans in place to mitigate and/or ameliorate them. It
also provides information on whether or not the past responses to risks and outcomes were
aptimal

14 Edelman, 2018, Edelman Trust Barometer Available at



CHALLENGES The following are the challenges cited and the weaknesses
AND observed in achieving balance in integrated reports.

WEAKNESSES

Challenge Contributing factors

Lack of commitment to transparency and © [Insufficient governance processes and systems

accountability © Doubts about the relevance of integrated thinking and
integrated reporting'™

©  Managerial attitude not supporting an integrated approach to
reporting'®and biased to shori-term financial performance

Inadequate processes and systems to support © lack of capacity or resources to manage data

complete and balanced reporting™ O Incomplete or insufficient processes for the determination of
material matters resulting in difficulty in determining if and
when information is material™

© Inappropriate approaches to assurance (combined assurance)™

Uncertainty about what to report™ © Lack of understanding of the requirements of integrated
reporting as per King IV and the <IR> Framework

O Insufficient consideration given to the impact of societal and
environmental factors'®

Concerns about potential negative © Fear that reporting will lead to additional scrutiny by
consequences of reporting sub-optimal regulators™

information © Fear that bad news could result in reputational damage and
lower sales

© Perceived threat of litigation based on negative information'®

Over-reliance on consultants © Limited managerial participation in the preparation of the report
and poor oversight of interpretation’™

Weaknesses in reports
Predominance of good news over bad news and ignoring negative outcomes

Insufficient reflection of the six capitals in inputs and outcomes

Lack of disclosure of the trade-offs between the six capitals in the business model and strategic decisions
Insufficient consideration of negative outcomes as business risks to the organization

Predominance of disclosure of short-term information with limited focus on medium- and long-term information
Highlighting information that focuses on financial performance only

Lack of alignment between strategy and the key performance indicators disclosed

Incongruity in the selection and reflection of qualitative and quantitative information

Ambiguous and vague forward-looking information

15 Adapted from McMally, M-&., Cerbane, D. and Maroun, W, 2017, Explaring the challenges of pr:pa |ng an
mmqrmell repart, Meditan Accountancy Research, 25(4), pp.481- ".nr‘ A-.-mlﬂhlé at ]
15 and journal bt ] )



THE The <IR> Framewaork’s principles-based approach affords
INTERNATIONAL reporting flexibility by recognising the unique value creation

<IR> process of each organization, while facilitating comparability
FRAMEWORK among organizations through the disclosure of relevant
information.
Financizl Mission and vision
tanufactured
Eisks and Strategy and
Irmtellzchaal opporiunities resource allocation

Human

Parformance "
Social and relalionzhip Cutloak

Sacial and relationship

Mofural

External environment

Value creation (preservation, diminution] over time

Figure 1: An organization’s value creation process’

Figure 1 shows the organization's value creation process in transforming the inputs it draws
from the six capitals into outputs (its products, services and waste) and outcomes (the
resulting effects on the six capitals) aver time. The intagrated report explains this process

by providing the information requested in each of the eight Content Elements'” set out in the
<IR= Framework. There are sewven Guiding Principles™ in the <R Framewaork which provide a
guideling on the type of infarmation suitable for disclosure in the report, as well as how it is
presented,

All of the Guiding Principles are relevant to achieving balanced reporting. They are listed
below giving their particular relevance to balanced reporting (refer ta the <IR=Framewark for
explanation of the Guiding Principles);

Strategic focus and future orientation —|nformation in the repart offers
insight into strategy and how it relates to the organization's ability to create value in the
short,- medium- and long-term, and also to the use and effects on the capitals. It informs on
how the organization balances short,- medium- and long-term interests. There ig also a need
for balance between historical and forward-looking infarmation

16 Copyright December 2013 by the Intenational Integrated Reporting Council ("the IRC").
All rights reserved. Lsad with the pamission of the NIRC.

17 International <IR= Framework, Cantent Elements, pp 24 - 29
18 International <IR= Framework, Guiding Principles, pp 16 - 23

Inegratad Aepartng Comim
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The Intern

ational <IRx
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Connectivity of information - Information that is connected, rather than
iznlated, is an essential part of balanced reporting. It means showing the connections
between past, present and future, and the inter-dependence between capitals illuminating
the trade-offs.

Stakeholder relationships = The nature and quality of the organization’s
relationships with its stakeholders is relevant information. The quality of these relationships
i3 material to the organization’s value creation process in the future; balanced reparting
discloses the favourable and unfavourable relationships. Similarly, disclosure is required

of how the stakeholders’ needs, interests and expectations are being met, or nat, by the
arganization.

Materiality - This principle provides a basis for determining which matters to disclose in
the report based on their substantive effect on the organization’s welue ereetmn pr"l:e<s The
IH:~ I-ramewerk <trpulale<= thenhr, meterrelrw determmalren er LESS o s to Both positiv
rformance o Dther espeets |rnpDrLan to matenelm, are the beunder-,r of the
reperl reenerrlr.rrnq matters that may be material to the organization but stem from external

stakeholders and entities) and complateness (the repart includes all material information).

Conciseness = Applying the Guiding Principles results in a concise but complate raport
containing information on matters material to the organization’s value creation process. An
overly concise report could see material information omitted, while a report that is lengthy,
poorly structured and containing detailed or duplicatad information can detract from achieving
a balanced report

Hehabmt].r and campleteness—-- Vintegrated report should include all materia
by Ty, e without materi _;_' |r| “,.”5
prrnerple helence is referred toin rhe cr;nrext of errh relraele rnfermetren [balance and
freedom from rnetenel errer1 enr:l hm'.' |"|fermet|en is seleeted and presented .I"-.|:IIII|JT the Iel:t I,
i ISbiﬁlGd ation in the report is not slanted, weighted, emphasized, de-g

Consistency and comparability -Balance is relevant to explaining significant
inconsistencies from past to present, and if applicable, to the future.

19 International <IR= Framework, Guiding Principles 30 Materiality, The materiality determination process, page 18
20 International <IR= Framework, Guiding Principles 3F Reliability and completeness, page 21
21 International <IR> Framawork, Guiding Principles 3F Reliability and completeness, Balance, page 21



OTHER

FRAMEWORKS

Regulatory frameworks
Companies Act, 2008

reporting against King V)

environmental legislation etc.)

Preparers need to be cognisant of requlatory reporting
requirements and the guidance provided in other adopted
frameworks when considering the information to disclose to
achieve balanced reporting.

In South Africa, applicable regulatary and ather framewarks include but are not limited to;

Voluntary frameworks
King I\ Report on Corporate Governance for South Africa 2016 (King V)

JSE Listings Requirements (which incorporate GRI Standards

International Financial Reporting Standards (IFRS) International Organization for Standardization (150) Standards

Public Finance Management Act (PFMA] and COP guestionnaires on climate change, forests and water security
Municipal Finance Managament Act (MFMA)

Sector or activity specific requlation (e.q. Banks Act,  Recommendations of the Task Force on Climate-Related Financial

Disclosures (TCFD)

sustainable Development Goals (SDGs)

Similar regulatory framewarks will exist in other countries and have relevance to reparting.

lo achieve consistent and balanced reporting across all regulatory and adopted frameworks
organizations often set policies to guide their reporting protocals. These policies cover
aspects such as materiality, timing, extent and medium of reporting - all of which may have
different parameters across different frameworks.

Attention needs to be given to situations where achieving a balanced integrated repart
may trigger requlatory reporting compliance requirements (e.g. reporting price-sensitive
information or forecasts may trigger disclosure in ling with the JSE Listings Requiremeants)

Regulatory requirements or the threat of litigation may also discourage balanced reporting
(e.g. a potential breach of law could trigger regulatory imvestigation or penalties).
Organizations may receive legal advice that could delay or diffuse transparent and timely
reparting. These dilemmas will require careful consideration and judgment by those charged
with govemnance.

The <IR> Framewark addresses situations where organizations may not be able to meet
disclosure requirements due to the following issues:

Should the information be unavailable or legally prohibited, the <IR> Framework requires
altarnative disclosure, namely: the nature of information omitted, reason for omission, and the
steps taken 1o abtain the information and the expected time-frame. If information is omitted
for competitive reasons, the <|A> Framework suggests describing the essence of the material
matter without disclosing the specific information that might cause competitive harm®.

22 International <IR> Framawoek, 1F Application of the Framawark, 1.17, page 8
23 International <IR= Framework, 1F Application of the Framework, 1,18, page 8
24 International <IR= Framework, 3.51 Competitive advantage, page 22



KEY CON-
SIDERATIONS
AND
ILLUSTRATIVE
EXAMPLES

The key considerations listed below may assist organizations
in achieving balanced reporting.

It should be noted that balanced reparting refers to the report as a whole; the excerpts from
integrated reparts in this section have been chosen as illustrations of points under discussion
and should be seen in this context. The links to the reports on the organizations” websites can
be accessed for more information,

Other Infarmation Papers released by the [RC offer useful key considerations pertinent to
specific areas, namely: Disclosure of Governance Infarmation in the Integrated Report (http
itegratedreportingsa.org/reporting-on-governance-information/), Disclosure of Performance
against Strategic Objectives (http://integratedreportingsa.org/reporting-on-parformance/| and
Reporting on Outcomes (hit) teqratadre| 058 reporting-on-outcor

A commitment to responsible leadership

Responsible leadership and accountable governance are at the heart of balanced reporting,
Those charged with governance need to take ownership and accountability for balanced
reparting by the organization. The governing body sets the tne in @nsuring transparency.

(Obtaining buy-in from the governing body ensures that there is proper direction, involvement
and oversight aver the integrated reporting process.

Redefine Properties Integrated Report 2017: Highlights that its leadership is the
custodian of corpor governance in delivering value creation. This is reflected in th
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considerations and
illustratis

Proper planning and co-ordination of reporting processes and content are enabled by
continued

© Internal integrated reporting practiced throughout the year, not just for the integrated
report

© Developing palicies and practices that guide and define the approach taken to achieve
balanced reporting and dealing with conflicts, uncertainties and deficiencies.

© Ensuring appropriate resources, priority, processes and systems are in place to produce
guality information in an integrated manner.

While the report is the voice of the governing body and it has final approval of its content, the
preparation of the report falls within executive responsibilities. This can be under the domain
of the CEQ, CFO, Strategy director, Investor Relations or other executive as best suits the
circumstances of the organization

The table below outlines the planning and preparation process for an integrated report and
is taken from the IRCs Freparing an Infegrated Report: A Starter’s Guide (Updated) ||

Planning and preparing the integrated report

The governing
body has uitimote
accoantability.-.
Ip2ge 16

The reporting
process does not
have to be
complicated...

Ipage 14

Determining
materiality is ome
of the cornerstones
of an effective
repoart._.

Ipage 1)

Reliable
information is
impartant for the
mtegrity and
credibility of the
report..

Ipape 17)

] iniormaho
Aim 1o prodece a or's value
frank amd

balanced report..

and poor performance and oultomes
damages an organuation’s credib




key considerations and

1M

OUR MATERIAL ISSUES

PILLARS OF VALLE

Integrated thinking

The more that integrated thinking is embedded in the organization the greater the integration
and connectivity in its report. The completeness afforded by integrated thinking assists in
achieving balanced reporting

Integrated thinking can be broadly described as the organization’s consideration of the

six capitals - from uses to effects loutcomes] - in its business model, strategy, risks and
opportunities, decision-making and other business activities. Integrated thinking happens at
three levels: the governing body, executives and senior management, and staff members.

A complete process for determining material
matters

Proper attention ta the materiality determination process - ensuring the completeness of the
process and covering the angles of time and six capitals - will help to ensure that all material
information is included in the report presenting a balanced picture of the organization.

The governing body will approve the materiality determination process (because of its
importance to the report’s completeness and balance), as well as the final matters determined
for inclusion in the report.

Angloe American Platinum Integrated Report 2017: The
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A well-considered assurance process

Scoping the assurance process to include the completeness and quality of information of the
repart, as wall as the effective application of the <IR= Framewark’s requirements, can support
achievement of a balanced report,

Barclays Africa Group 2017 Integrated Report: An overview of the assurance
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R Inclusion, and unbiased reflection, of good and bad
onsiderations and

illustrativ news

contingea

Reports often focus on the organization’s good news. Users are looking for transparency and
candour, a5 well as the commitment and strategies to address the challenges faced by the
organization.

Highlighting both the good and bad performance together and upfront in the report - rather
than only giving positive, and usually financial, performance - can give users comfort that the
repart’s content will be balanced.

Care is nacessary that a focus on positive outcomes or shared value for stakeholders doesn't
result in understatement or omission of negative outcomes on the six capitals as this will
affect the report’s balance.

Acknowledging errors or misjudgements in the repart can illustrate accountability and assist
in gaining the confidence of stakeholders. Users may be particularly interested in what the
organization is doing to manage the situation going forward.

Disclosing the organization's performance in the year offers a more complete picture if it

iz connected to the targets and KPls set by the governing body to measure achievement,

and how this performance is linked to executives’ incentive remuneration pay-outs and
calculations,

Liberty Holdings Integrated Report 2017: A dashboard shows performance against targats
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Showing the response to the needs of stakeholders
Responding to stakehalders and shawing how their neads, interests and expectations have

influenced strategy and risks is relevant infarmation to users in their assessment of the
organization’s value creation process.
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Forward-looking and historic information

(Organizations may be reluctant to disclose forward-looking information on concemn it may
impede their competitive advantage or create high expectations. Users, howewer, require

a reasonable amount of forward-looking information to assess the company's future value
creation ability.

Forward-looking information that distinguishes between contrallable and uncontrollable
risks and challenges and which refers to the organization’s strategy and past performance is
relavant.
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considerations and

illustrati Reflecting and positioning both qualitative and quantitative information, in an integrated

contnued manner, provides contaxt to the information disclosed.

Context can be enhanced by the inclusion of industry benchmarks and performance,

Implats Annual Integrated Report 2017: Uses gualitative and guantitative informati
xplain performance
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considerations and
illustratis

& complete assessment of the material risks and opportunities facing the organization is
relevant information and contributes to a balanced report

contingea

The risk determination process will include the six capitals for completeness, as well as
the opportunities identified. A risk heat map offers context by showing the possible impact
af the risks and the likelihood of their occurrencea. Risks and opportunitias information will
usefully show the links to strategic abjectives, material matters, stakeholders” infarmation
and outlook.
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