


CONTENTS

GETTING STARTED

01
SETTING THE OBJECTIVES

Defining your
communication objectives

Practical pointers

02

PUTTING THE TEAM TOGETHER
Who needs to contribute?
Commitment checklist

03

PLANNING THE PROJECT
The key stages

The ideal time line

PREPARING THE
ANNUAL REPORT

04
CONTENT AND STRUCTURE

Investor Relations Society
best practice guide

Optional enhancements
Regulatory requirements

05
MAKING THE DESIGN WORK
Tips for successful design

Key questions your design
brief should address

06
COPYWRITING
The copywriting process

Guidelines for clear
communication

07
PRODUCTION
The processes

How to reduce
authors’ corrections

THE REGULATORY
ENVIRONMENT

(0]]
CORPORATE GOVERNANCE

The key corporate
governance reports

Practical pointers

09

THE OPERATING AND
FiINANCIAL REVIEW

OFR objectives

Implications for the
annual report

APPENDICES

10
TOP TEN THINGS TO REMEMBER

11
GLOSSARY

12
SOURCES OF INFORMATION

ABOUT EMPEROR

01



INTRODUCTION
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Producing the annual report is not
straightforward and those responsible

for the project face several challenges:
gathering and presenting regulatory
requirements to stakeholders in a clear and
interesting way; conveying the company’s
activities, markets, value drivers and
prospects for the future without becoming
too promotional; and meeting critical
deadlines when many of the main
contributors are facing their busiest

time of year.

The changing regulatory environment
creates new challenges. The year
2005 sees the implementation of

the international financial reporting
standards for companies quoted on
the main market, with Alternative
Investment Market (AIM) companies
following next year.

For main market companies with financial
years beginning on or after 1 April 2005,
a full OFR will be mandatory, and we
anticipate shareholder demand will drive
AIM listed companies to adopt the same
standards. We expect to see best practice
standards for the OFR emerging over the
course of this year.

For a newly listed company the process is
even more daunting. Having survived the
highs and lows of flotation, it is now faced
with a whole new set of decisions. What is
the objective for the annual report? How
much should it cost? Who is going to
manage the process? What exactly is the
process? How will the deadlines be met?
What needs to be included?



This Guide can answer these questions and
provide high quality, practical advice on the
complex process of preparing your annual
report. If you are faced with a blank set of
pages and don’t know where to start, this
Guide will be a great asset.

Each section covers one of the main
stages — from setting the objectives to
production. It includes advice on how to
respond to the latest regulations, hints on
how to handle the process and tips from
our clients on how to avoid the pitfalls
and hit the deadlines successfully.

It draws on the experience we, as a
company, have built up over the last
nine years working with more than
130 companies and producing over

40 maiden annual report and accounts.

“|F YOU ARE FACED WITH A BLANK SET OF PAGES
AND DON’T KNOW WHERE TO START, THIS GUIDE
WILL BE A GREAT ASSET.”’

I hope you find this Guide useful
and, if there are any other areas
where advice is needed, we would
be delighted to assist.

You can contact me directly on
020 7729 9090 or e-mail at
steve.kemp@emperordesign.co.uk

Stephen Kemp
Director
Emperor Design
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SETTING THE
OBJECTIVES

At the outset you need to be clear about the purpose of
the annual report and what you want it to achieve. All
shareholders have the right to receive annual reports from
the companies in which they invest, and these documents
can be remarkably varied. The objectives and budgetary
considerations of most annual reports tend to fall into
three main categories, as outlined below.

DEFINING YOUR

COMMUNICATION OBJECTIVES

PrRODUCTION

If the target audience for the annual
report is a small number of institutional
shareholders, your objective may be to
produce a basic, but professionally
presented document, that satisfies the
minimum legal requirements. This will
limit the time and financial resources
required so you will need an agency
who can manage the production process
efficiently and cost effectively.
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DESIGN

If the annual report is aimed at customers
and prospects as well as investors your
objective may be to produce a more
substantial document. The design can
incorporate more detail on the company’s
strengths and future prospects. Time and
financial resources may still be limited

S0 use an agency who can achieve the
maximum impact within the budget.

CONSULTANCY

If your company is a large organisation
with an extensive shareholder base and a
wide range of stakeholders, your annual
report should be a high profile document.
Your objectives could include highlighting
the company’s key differentiators and
enhancing your corporate reputation.
Choose an agency that is aware of the
latest trends in financial reporting and who
will enable you to achieve best practice.
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PRACTICAL
POINTERS

1 Ensure you know what the Board
wants and expects.

2 Make sure you can achieve your
objectives within the time permitted.

3 Agree your budget before you start.
As the final cost will be dependent upon
a number of variables you should build

in a contingency.

4 Use a wide range of examples of annual
reports, including those outside your
industry, to help clarify your requirements.

5 Analyse competitors’ annual reports
to ensure yours will stand out and to
position your organisation correctly.

6 Decide if the annual report needs to
fall within corporate brand guidelines
or whether it can stand alone.

REGULATORY REQUIREMENTS
Under the UK Listing Authority continuing
obligation rules, all listed companies must
produce an annual report and accounts no
later than six months after the end of the

financial year.

For more information visit their website
www.fsa.gov.uk

To discuss the time and budget required
to meet your objectives, please contact
Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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PUTTING THE
TEAM TOGETHER

The range of information covered by the annual report
is steadily increasing and draws on the knowledge of
contributors in wider fields of expertise.

Of course, all these people already have a full-time job and
for the finance team, in particular, this is the busiest time of

year. Getting their commitment to the deadline driven report

and accounts process is critical.

WHO NEEDS
TO CONTRIBUTE?

THE IN-HOUSE PROJECT MANAGER

The in-house person responsible for
managing the project will be required

to operate at Board level and across the
organisation. This is essential for keeping
the project on schedule.

THE DIRECTORS

The Board directors will usually be the
main contributors of information on the
company’s strategic, operational and financial
performance. However, you must decide
how this information is going to be structured
and whose responsibility it will be. Each
director may write an individual statement
or they could jointly contribute to a single
statement. An in-house person may be
expected to write the first draft or a
professional copywriter could be sourced.
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THE COMPANY SECRETARY

All the information needed to meet
corporate governance requirements will
generally be collated by the company
secretary or finance director.

IN-HOUSE RESOURCES

Strong communication between the
in-house project manager and the finance
department is critical in order to meet
the deadlines.

The department responsible for corporate
communications will be able to advise on

the organisation’s key messages and brand
identity, and source any relevant imagery,

case studies or business metrics.

If you are planning to include a CSR
report, you will need contributions
from the departments responsible for
employee communications, training and
development, health and safety, and
community or environmental initiatives.

EXTERNAL ADVISERS

Involving your financial PR agency early

in the process will ensure the annual report
delivers the right messages to shareholders
and analysts, particularly with regard to
future performance.

Your auditors should ensure that your
financial performance is accurately
described and is consistent with the
financial statements. Their review
normally takes several days and takes
place towards the end of the process.



The Lonmin website built
by Emperor was shortlisted
for the Investor Relations
Society IR Best Practice
Website Award

FTSE 250

THE DESIGN AGENCY

Within the design industry annual reports
are considered a specialist discipline.
Agencies differ greatly in terms of size,
ability, methods of working and attitude.
Whether your annual report achieves its
objectives will depend on them, so make
sure they can provide the service you
require. Your agency should be able to:

* Advise on the content and structure.

= Offer innovative suggestions regarding
messaging.

= Establish or evolve the visual style.

* Flow in and style the text quickly and
provide accurate proofs.

= Create high quality artwork files for
the printer.

= Supervise third parties such as the
printer, mailing house, photographer
and copywriter.

* Manage the project in accordance with
the timetable and budget.

COMMITMENT
CHECKLIST

1 Issue the timetable of key dates to all
contributors at the beginning of the project
and confirm their agreement to those dates.

2 Check with the directors that you have
allowed them enough time to review drafts
and to respond with their comments.

3 Ensure the auditors will respond with
their comments in accordance with
the timetable.

4 Check whether this is the first annual
report for any of your contributors. If so,
you should provide help and advice on
what is expected, including examples,
checklists and contacts.

REGULATORY REQUIREMENTS

The accounts need to be signed off by the
Audit Committee, approved by the Board
and signed by the company’s auditors.

For a description of what advice and
support you should expect from your
design agency, please contact

Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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PLANNING
THE PROJECT

As a time critical, complex project the annual report requires
strong project management supported by a detailed project plan.

Your design agency should provide you with a timetable
identifying the key dates to ensure you meet your printing

and posting deadlines.

However, you will need your own internal project plan that
includes other internal milestones, such as copy deadlines and
executive approvals. You will also need to include dates when
you expect to receive contributions from external advisers, such
as your auditors and financial PR agency.

THE KEY STAGES

PREPARATION

STRATEGY AND PLANNING

Thoroughly brief the agency and
encourage independent research. They
must understand your communication
objectives, corporate strengths, market
position and industry trends.

AGREE CONCEPT

Confirm the design, theme, key messages,
pagination, layout, typography, use of
colour, images and graphics.

DEFINE CONTENT
Develop a copy platform that outlines the
content for each section in detail.

IMPLEMENTATION

DESIGN DEVELOPMENT

Once the creative direction is approved,
the agency should develop the design
on a detailed, page-by-page basis.

IMAGERY

Commissioned photography should be
organised early and the dates of Board
meetings, holidays of key individuals or

10

company events such as exhibitions should
be considered.

CONTENT COMPLETION
Set dates to receive the copy for each
section of the annual report.

Allow sufficient time to ensure the text is
accurate, concise and clear. Allow plenty
of time to obtain approval for references
to customers.

PROOFING

You should have the opportunity to review
the document and make comments three
or four times before it must be sent to the
printer. The printer will also provide a
proof before the job goes on press.

PRINTING

Use only an experienced printer, preferably
one which your agency has an existing
relationship with. Build contingency into
the process by allowing approximately two
weeks for printing. A Word document taken
from the final printed files will be useful
when starting next year’s annual report.

DISTRIBUTION

The registrars should provide the
shareholder labels several days prior to
the posting date. Prepare an additional
mailing list and ensure anyone receiving
bulk deliveries is notified in advance.
You should allow two days for first class
postage to be received.

WEBSITE
Ensure the annual report appears on your
website in either PDF or HTML format.

CoMmPANIES HOUSE
A black text-only version of the document is
required to be filed with Companies House.

REGULATORY REQUIREMENTS

The Companies Act stipulates that
shareholders must receive the notice of
AGM and related papers at least 21
calendar days before the AGM.

The Combined Code highlights that
shareholders should receive the documents
20 working days prior to the AGM as
best practice.



THE IDEAL TIME LINE

Working backwards from the AGM:
20 WEEKsS

Brief agency.

18 WEEKS

Receive design concept presentations.

16 WEEKS
Select design concept and agree key messages.

FINANCIAL YEAR END

15 WEEks

Approve pagination and provide comments
for design development.

14 WEEKS

Approve word counts, photographic

brief, paper stocks and print quantity.

Determine requirements for ancillary
AGM materials.

13 WEEKS
Take Board photography at Board meeting.

All other photography to be commissioned.

12 WEEKS
Agency to supply proof with low resolution
image files in place for comments.

Sign off design development and
photography/images.

Agency sets up artwork of the design files.

11 WEEKS
Send copy to agency for setting Proof 1.

10 WEEKS

Printers supply scatter proof to check images.

Receive Proof 1 artwork, send a copy to
the auditors for their comments.

9 WEEKS
Send amends on Proof 1 to agency.

8 WEEKS
Receive Proof 2 artwork.

Board and Audit Committee Meeting.

PRELIMINARY RESULTS ANNOUNCEMENT
Allow at least six weeks between the
announcement and the AGM

Send amends on Proof 2 to agency.

7 WEEKS
Receive and amend Proof 3 artwork.

Receive and sign off Proof 4 artwork (final).

Final artwork files sent to printer.

6 WEEKS
Receive and approve wet proofs.

Commence printing (available for
approval on press).

5 WEEKS
Send shareholder labels/data to
mailing house.

4 \WWEEKs
Receive advance copies.

Post to shareholders.
Allow at least 23 days between posting
and the AGM

Receive optimised PDF for website and
Companies House version.

AGM

If you would like a detailed project
plan template in Word, please contact
Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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CONTENT AND
STRUCTURE

The information found within annual reports changes
every year. Most organisations use their annual report to
update a wider range of stakeholders on the company’s

performance, its markets, its strategy and its future. Increased

corporate governance requirements have already expanded

the annual report.

Many of these standards are not mandatory for AIM listed
companies. However, companies tend to follow best practice
guidelines where practical, to ensure they are communicating
as fully as possible with their shareholders.

INVESTOR RELATIONS SOCIETY

BEST PRACTICE GUIDE

STATEMENT OF MISSION, GOALS, VALUES
This should define the company’s objectives
and philosophies, and describe its activities.

FINANCIAL HIGHLIGHTS

A summary of key financial highlights
should be presented at the front of the
annual report to give shareholders a quick
overview of performance.

CHAIRMAN’S STATEMENT

This is generally retrospective in tone

and includes a review of the company’s
activities and performance during the year,
dividend policy and future prospects.

CHIEF EXECUTIVE’S REVIEW

Generally this covers information on the
company’s markets, its competitive position
and details of financial performance

by division or geography. (If an OFR is
being adopted, the purpose of this review
changes to become more forward looking
and strategic in tone.)

14

MANAGEMENT STRUCTURE

In consideration of the Higgs report the
updated Combined Code promotes the
provision of details on the executive and
non-executive Board directors, generally
including brief biographies highlighting
the experience and knowledge they bring
to the business.

FIVE YEAR FINANCIAL SUMMARY
Include a table of the key financials.
If there have been any structural
changes during this period they
should be explained.

SHAREHOLDER INFORMATION

This section should contain an analysis
of shareholder distribution, contact
details of registrars and brokers, and
the financial calendar.

SOURCE
Investor Relations Society
The frontline in IR: Best Practice Guide

For more information visit the website
WWwW.irs.org.uk

OPTIONAL
ENHANCEMENTS

AT A GLANCE

This is a summary of the company’s
principal activities in an easy to read
format with high visual impact.

YEAR IN REVIEW
This is a summary of the key events
throughout the financial period.

GEOGRAPHICAL PRESENCE
This is a visual representation of the
locations where the company operates.

OBJECTIVES
Indicate the key business targets for
the year.

Q&A WITH CHIEF EXECUTIVE
This is a useful mechanism to deal with
changes in strategy or restructuring.



CUSTOMER CASE STUDIES
Providing examples of services, products

and projects helps to explain the business.

CORPORATE SOCIAL RESPONSIBILITY
Report on the company’s interaction with
its marketplace, employees, environment
and the community in which it operates.
Larger organisations are increasingly
producing a more detailed, separate
document and including a summary

of this in their annual report.

REGULATORY
REQUIREMENTS

OPERATING AND FINANCIAL REVIEW
A detailed discussion of the latest
requirements covering the OFR can
be found in Section 9.

CORPORATE GOVERNANCE REPORTS
These reports are outlined in Section 8,
Corporate Governance, and include:

e Directors’ Report.

* Directors’ Remuneration Report.
e Audit Committee Report.

* Nominations Committee Report.
Responsibility statements.

FINANCIAL STATEMENTS

These include profit and loss statement,
balance sheet, cash flow statement,
statement of recognised gains and losses,
and reconciliation of movements in
shareholder funds, followed by the
notes to the accounts.

AGM NOTICE AND RESOLUTIONS
These can either be a part of the annual
report or separate documents.

SOURCE

Financial Reporting Council

The Combined Code: Principles of Good
Governance and Code of Best Practice
July 2003.

For more information visit their website
www.fsa.gov.uk

If you would like advice on how to
comply with the latest regulations and
best practice guidelines, please contact
Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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MAKING THE
DESIGN WORK

The design of the annual report is a significant contributor
to the perception shareholders build about a company.
Good design brings the document to life and ensures clarity

of communication.

Whilst creativity is important, designing the appropriate
solution is even more important. As ever, form must
follow function, so the design should deliver clear,
logically presented information.

TIPS FOR
SUCCESSFUL DESIGN

CONCEPT

Choose a concept that interprets your
business issues and translates them
into a design that supports your
communication objectives.

LavouTt

A clear hierarchy of headings should be
established to guide the reader through
the content.

Readers are not data miners so strong
signposting is needed and key messages
should be highlighted for browsers, using
out quotes (repeating text in a larger
font size and different colour).

Don’t demand too much text on a page.
Plenty of white space makes the text easier
to read.

Ensure the design is built upon a flexible

layout that will accommodate a different
balance of text and images on each spread.

16

FACTS AND FIGURES

Use tables and graphs to communicate the
key points. Make sure they are designed to
be easily updated as these are often subject
to change.

PHOTOGRAPHY

Make sure the photographer has plenty of
time to set up and start early — particularly
if outside shots are required. Suggest to
Board members that white or plain shirts
work best. Make sure photography is
supported by well written captions.

FOrRmMAT

Using different paper stocks helps to
distinguish between the front and back
sections. A coated paper is best for the
front sections where contrast in pictures
and colour saturation is important.

Uncoated paper is best for the financials
as people often write on this section.

EVOLUTION NOT REVOLUTION

Once you have set the scene with your first
annual report, rather than starting afresh
each year, build on this in subsequent years
to reflect your company’s development.

It is also useful to adopt a consistent style
for all your corporate reporting during the
year so that investor material — the annual
report, interim report, investor relations
website and investor presentations — are

all consistent.



KEY QUESTIONS YOUR DESIGN
BRIEF SHOULD ADDRESS

COMPANY PERFORMANCE

TARGET AUDIENCE

IMAGE AND BRANDING
* Does the annual report need to develop
existing themes and styles?

* How should it reflect the personality
of the company?

What should the overall tone of the
annual report be?
Has the company had a successful year?

How is it viewed by analysts and other

key commentators?
PEER GROUP ANALYSIS

* What is the company’s market position?
* Who are the key competitors?

= How do other companies in the same
industry differentiate themselves?

What is the split between private and
institutional investors?

Is the annual report aimed at other
stakeholders such as customers,
prospects or staff?

SIGNIFICANT CONTENT

What are the key elements of the
company’s business that must be
covered in the document and how
much weight should be given to them?

For a critique of the effectiveness of the
design, structure and layout of your
current annual report, or help preparing
your first design brief, please contact
Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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COPYWRITING

The copy for an annual report needs to reflect the company’s
corporate style and brand without becoming too promotional.
Given the time constraints, the challenge is to keep the copy
interesting in addition to it being factually correct. When
communicating sensitive information the tone needs to be
measured and straightforward.

Completing the copy requires management of multiple
authors and editors, both internal and external. A well

planned approach will help you avoid repetition and
limit the number of drafts.

THE COPYWRITING
PROCESS

PLANNING CONSISTENCY

Ensure there is agreement on the key It will ultimately reduce corrections and
messages, the target audience and the save time if you adopt a consistent editorial
tone and style. style before the first draft.

COPY PLATFORM If you have not established a style, your
Preparing a detailed outline of the key agency’s professional proofreader can help
points to be covered in each section you devise one.

before starting to write will identify

gaps in information needed and help The main areas which need to be

avoid duplication. addressed are punctuation, abbreviations

and contractions, capitals and lower case,
hyphens and dashes, numerals, contentious
spellings and consistency of style.
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DRAFTING

Make sure you know the approximate
word count needed for the sections you
are writing, to avoid unnecessary work.
If possible, don’t submit your copy on
the day you write it. Read it aloud the
next day and then edit.

EDITING

Although time consuming the editing
process is essential. Allow for three to
four revisions if clarity and accuracy
are to be achieved. If several people are
giving feedback, ensure one person has
editorial control.



GUIDELINES FOR

CLEAR COMMUNICATION

1 Use short words, short sentences
and short paragraphs.

2 Avoid industry jargon where possible,
or explain terms clearly and concisely.

3 Use graphs and diagrams to convey
numbers, trends and statistics.

4 Avoid the passive. Use active verbs
for more impact and to reduce the
word count.

Example: Our margins have been affected
by the strong dollar.

Revised: The strong dollar has affected
our margins.

5 Unless you have a good reason for
creating emphasis, avoid using two
words with the same meaning in a
single sentence.

Example: Our KPIs are complete and
comprehensive.

Revised: Our KPIs are comprehensive.

Eats, Shoots and Leaves by Lynne
Truss is an easy to read, light hearted
but serious, overview of the basics

of punctuation — essential for anyone
struggling with apostrophes, commas
or semicolons.

For a more definitive and authoritative
source, see The Oxford Guide to Style,
R. M. Ritter, Oxford University Press.

To help you decide whether to produce
the copy in-house or use an external
copywriter, please contact Leon Milligan
or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign
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PRODUCTION

The production process begins after the design development
has been approved and includes artworking, proofing and
print management. Accuracy and speed at this stage can have
a major impact on the project, particularly regarding cost
control, quality and the meeting of deadlines.

THE PROCESSES

ARTWORKING

GRIDS AND STYLES

Prior to inserting the text, accurate page
grids and style sheets will be created.
These ensure the consistency of layout,
colour and typography, based on the
approved design.

IMAGES

The majority of supplied photography
requires some element of manipulation,
be it simply adjusting or cutting out
backgrounds, or colour balancing. Digital
illustrations such as graphs, maps and
diagrams are accurately created to style.
Any other supplied images, for example
corporate logos, are checked and adjusted
to ensure they are of a quality which will
print correctly.

20

TYPESETTING AND PAGE LAYOUT

The pages of the annual report are created
by importing the Word files and images
into the prepared grids and applying the
style sheets.

PROOFING

When the document has been artworked
it will be proofread to ensure it conforms
to your previously approved editorial style
conventions.

You will then be sent your first proof,
usually in the form of a PDF. When you
receive this first proof allow plenty of time
for the first read as any major changes
should be identified at this stage. Three or
four proofs will be allowed in total, but the
later proofs should only be used to insert
final facts and figures.

When the final proof is signed off the
agency will thoroughly review the artwork
to ensure it is ‘print ready’. A Word
document taken from the final artwork
files will be useful when starting next
year’s annual report.

PRINT MANAGEMENT

Your agency should select a printer whose
price, quality, timing and service match
your requirements best.

Printers’ proofs should be signed off by
you and your agency prior to printing.
Your agency should advise you on whether
digital, scatter or wet proofs will be
required. The agency’s print manager
should check the first sheets to come off
the press to ensure the quality of the print.
Again, your agency should advise on the
print finishing and binding. Usually the
cover will be laminated and the document
will be thread sewn.

The AGM enclosures should be printed
by the same supplier to ensure everything
is ready for mailing at the same time.
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HOW TO REDUCE

AUTHORS ~ CORRECTIONS

1 CLARITY

To ensure accuracy your corrections need
to be marked up electronically or on hard
copy, not telephoned through. Make all
your changes in the margins, indicating
where the change is required in the text.

2 GRAPHS AND CHARTS

Check all graphs and charts carefully to
ensure headings, axis labels, legends and
data are correct and consistent.

3 FINANCIAL STATEMENTS
Ensure column headings are correct and
consistent across the statements.

4 PROOFREADING

Your agency should employ a professional
proofreader, however you will also be
responsible for proofreading. It helps to
identify someone with an eye for detail,
who isn’t part of the project team, to
proofread the text before it is typeset

and then check the final proof.
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For a copy of proofreading marks, please
contact Leon Milligan or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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CORPORATE
GOVERNANCE

Over the past decade there has been an increasing
requirement for quoted companies to report to shareholders
on their corporate governance record. The latest update to
the Combined Code was in July 2003, to include the work
by the Higgs Committee on the role and effectiveness of
non-executive directors.

An overriding principle of the Combined Code is that
companies should explain their approach to compliance with
the main and supporting principles of the Code and disclose
to shareholders how they apply its detailed provisions.

THE KEY CORPORATE

GOVERNANCE REPORTS

DIRECTORS’ REPORT

Directors’ reports have been required by
the Companies Act for some time but the
requirements for this section of the annual
report change almost annually. External
auditors will usually have checklists and
guidance on what needs to be included.

DIRECTORS’ REMUNERATION REPORT

This is a key report which is required
under the Directors’ Remuneration
Regulations 2002. In particular, the
Remuneration Committee should report

to shareholders on its remuneration policy
and disclose detailed information about the
remuneration of the executive directors.

Sections of the remuneration report will
need to be audited by the external auditors.

24

AupIT COMMITTEE REPORT

The annual report should include a report
from the Audit Committee describing
how it discharges its responsibilities and
its terms of reference.

Particular areas that the Audit Committee
should report on include the independence
and objectivity of the external auditors,
the annual review of the internal control
systems and the necessity or otherwise of
an internal audit function.

NOMINATIONS COMMITTEE REPORT

The Nominations Committee should
describe its work and the process that it
follows to make new Board appointments,
including the role of external consultants
in that process.

RESPONSIBILITY STATEMENTS

Both the Board and the auditors have
to set out their responsibilities for the
information within the annual report.

CORPORATE SOCIAL RESPONSIBILITY

CSR statements are not explicitly required
by the Combined Code, however it is
increasingly expected that companies should
report on their CSR performance. They are
expected to report on employee, community,
supplier and customer issues. These can be
covered in the Directors’ report if there is
not a separate CSR report.



PRACTICAL POINTERS

1 Corporate governance should not be 3 Don't be afraid to explain why For a discussion on how you should
left until the reports need to be written for  you do things differently from what’s approach corporate governance
the annual report. Corporate governance expected — especially if you have good compliance, please contact
audits and planning should be undertaken business reasons for doing so. Leon Milligan or Steve Kemp.
regularly as an ongoing process.

4 Be prepared to engage proactively 020 7729 9090
2 Treat the corporate governance reports with corporate governance watchdogs leon.milligan@emperordesign.co.uk
as an opportunity to promote your such as Pensions Investment Research steve.kemp@emperordesign.co.uk
company. Do not treat it as a ‘tick box Consultants (PIRC), The National
exercise’. For example, many AIM listed Association of Pension Funds (NAPF),
companies report on their approach to Research Recommendations and Electronic
corporate governance, although the Voting (RREV), to ensure that shareholder
Combined Code doesn’t formally apply rights are being adequately protected.

to them today.
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THE OPERATING
AND FINANCIAL
REVIEW

The introduction of a mandatory OFR is a key element

in the Government’s drive to improve the disclosure of
information by companies. In 2002, the Government
White Paper Modernising Company Law first recommended
that all companies over a certain size should be required

to publish an OFR and draft regulations were published

in 2004. The Accounting Standards Board (ASB) issued
Reporting Standard (RS) 1 “The Operating and Financial
Review’ in 2005. The OFR Regulations require quoted
companies in Great Britain to prepare an OFR for financial
years beginning on or after 1 April 2005.

OFR OBJECTIVES

PRINCIPLES

The directors are required to prepare

an OFR that sets out their analysis of

the business, with a forward looking
orientation, to assist shareholders to assess
the strategies adopted by the business and
the potential for those strategies to succeed.

The review should:

* Complement and supplement the
financial review.

e Be understandable.
* Be balanced and neutral.
* Be comparable over time.

DISCLOSURE FRAMEWORK

Key elements:

e The nature, objectives and strategies of
the business.

* The development and performance of
the business, both in the period under
review and in the future.

e The resources, risks and uncertainties
and relationships that may affect the
business’s long-term value.
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e The position of the business, including
a description of the capital structure,
treasury policies and objectives, and
liquidity of the business, both in the
period under review and the future.

INFORMATION

The OFR should also include information
about the following to the extent
necessary to comply with the disclosure
requirements:

e Market and competitive environment.
* Regulatory environment.
« Technological change.

» Business relationships, such as customers
and partners.

* Employees.
e Environmental matters.
* Social and community issues.

* Receipts from, and returns to,
shareholders.

* Any other matters which may be
relevant.

KEY PERFORMANCE INDICATORS

To the extent necessary to comply with the
disclosure requirements, the OFR should
include the key performance indicators
(KPIs) both financial and non-financial,
used by the directors to assess progress
against their stated objectives.

For each KPI used the following
information should be provided:

e Definition.

e Explanation of purpose and
calculation method.

« Source of data and underlying
assumptions.

e Commentary on future targets.

e Comparable data from previous years
if available.

« Details of any changes or adjustments.



IMPLICATIONS FOR
THE ANNUAL REPORT

PROCESS

The introduction of the OFR extends the
involvement of the Board in the annual
report process. The Chartered Institute of
Accountants has set out its guidance to
assist directors in preparing the OFR,
based on six key principles:

e The OFR is the responsibility
of the full Board of directors.

e There should be a formal process
for preparing the OFR.

e The OFR should be relevant and
meet the recommendations of
existing pronouncements on content.

e The OFR should be an integral part
of the corporate reporting process.

e The process should take into
consideration whether the OFR
content is reliable, balanced and
understandable.

e There should be continual evaluation
and improvement.

ROLE OF THE AUDITORS
The auditors will be required to state in
their report:

e Whether in their opinion the
information given in the OFR is
consistent with the company’s accounts.

e Whether any matters have come to
their attention during the audit process
which, in their opinion, are inconsistent
with the information given in the OFR.

SOURCES

Accounting Standards Board
Reporting Standard (RS) 1

‘The Operating and Financial Review’
10 May 2005

The ASB has also issued implementation
guidance notes that do not form part of
the standard, but give suggestions and
illustrations of the content and KPIs that
could be covered in the OFR to meet the
requirements of the disclosure framework.

The Institute of Chartered Accountants
Guidance for Directors
January 2003

DTI

Preparing an Operating and Financial
Review: Interim Process Guidance
for Directors

25 November 2004

For a discussion on how to incorporate
the OFR requirements in your annual
report, please contact Leon Milligan

or Steve Kemp.

020 7729 9090
leon.milligan@emperordesign.co.uk
steve.kemp@emperordesign.co.uk
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TOP TEN THINGS
TO REMEMBER

Ensure all contributors
understand, and are
committed to, the

key dates.

01 02

Work backwards
from the date

of the AGM to
set the timetable.

28

Invest time in
preparing a
comprehensive
design brief.

04

Agree objectives that can be
achieved within your budget.

05

To avoid repetition,
prepare a detailed content
plan for each section
before you start to

write the copy.




30

1

GLOSSARY

BITMAP IMAGE

A graphic image file comprised of fixed
dots. As the size of the image is increased,
the number of dots remains the same —
they just get bigger.

BLEED

An image, solid area or tint which prints
to the edge of the page. The job is designed
and printed with these areas extending
beyond the page trim size so that after the
final trim they bleed off the page.

CMYK

Cyan, magenta, yellow and black

(K meaning key colour), the ink colours
used in four-colour printing. They are
also known as process colours.

DPI

Dots per inch. The unit of measurement
which indicates the dot resolution of
printers, scanners and computer displays.

DuoToNE

This mode creates duotone (two colour),
tritone (three colour) and quadtone (four
colour) greyscale images using two, three
or four custom inks.

EPS

Encapsulated PostScript is a PostScript-
based file format for pictures and lineart
allowing their import into a page layout.

GREYSCALE

A colour mode made up of 256 shades
of grey as opposed to colour or black
and white.

HTML

Hypertext markup language. A computer
language that uses text and a defined set
of commands (known as tags) to create
web pages.

IMPOSITION

The pages of a document are placed into
positions on the printing plate which
ensures that when the printed sheets are
folded the page order will be numerically
correct.

JPEG

A file compression format which provides
the best results with continuous tone
images such as photographs.

LAMINATING

A clear film which is used to protect the
printed sheet from marks or scratches.
Available in matt, gloss or silk finish and
used to best effect on outside covers or on
folders.

PAGINATION

The order of text pages or flow of copy
across all pages within a printed
document, usually numbered.

PDF

Portable document format. A cross-
platform file format based on PostScript
technology. Adobe Acrobat is required to
view PDFs.

PIxEL
A single coloured dot in a computer-based
image.

PMS

Pantone Matching System®. A widely-used
system for specifying, mixing and
matching printers’ inks.



PROOFING

SCATTER PROOF

Before the job is proofed in page format,
this process can be used to select images,
tints and colours which, if necessary, can
have variations made to them thereby
enabling a comparison to be made and
their final reproduction to be assessed.

WET PROOF

Machine wet proof

Using the actual printing plates, the job is
proofed on a printing press to ensure the
most accurate colour match and control
across the sheet. This is the most expensive
proofing process and is not often used.
Flat bed wet proof

The most common form of wet proofing,
again using the actual printing plates, but
in this process using a flat bed press. Most
printers outsource this type of proof. It is
the cheapest and quickest option for good
quality proofs.

DIGITAL PROOF

From the digital artwork, these proofs
can be produced up to Al size on what

is literally a large inkjet printer. This is
the cheapest and quickest way to produce
proofs as no plates are made.

RESOLUTION

The density of pixels on a computer
imaging device such as a printer, scanner,
camera or monitor. The resolution is
usually expressed as DPI.

RGB

Red, green and blue. The colours that
combine to make up the colours displayed
on a computer or television screen.

SPOT COLOUR

Additional ‘special colours’ not made
up from the CMYK four-colour process.
They are specified accurately by using
the Pantone Matching System® (PMS).

THREAD SEWN

The most common and most secure way
of binding a document which has a spine.
Also the most expensive method although
there are cheaper alternatives.

TIFF

A flexible bitmap image format supported
by virtually all paint, image and page
layout applications.

TYPOGRAPHY

The art of using type to obtain the most
pleasing design both aesthetically and
practically.

VECTOR GRAPHICS

Artwork created using a package such

as Illustrator in which lines, shapes and
colours are defined as mathematically
plotted objects. As the size of the graphic
is increased the image is automatically
redrawn at a higher resolution.
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SOURCES OF
INFORMATION
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The Investor Relations Society
The Frontline in IR

Best Practice Guide
WWW.irs.org.uk

The UK Listing Authority
The UK LA Sourcebook
www.fsa.gov.uk

RSM Robson Rhodes LLP
Corporate Governance:

A Practical Guide
WWW.Irsmi.co.uk

DTI

Draft Regulations on the
OFR and Directors’ Report
Consultative Document

The Operating and Financial Review
Practical Guide for Directors
www.dti.gov.uk

Financial Reporting Council
Combined Code on
Corporate Governance
www.frc.org.uk

Accounting Standards Board
Draft Standard on the OFR
www.frc.org.uk

London Stock Exchange
www.londonstockexchange.com

Pensions Investment Research
Consultants (PIRC)
www.pirc.co.uk

Research Recommendations and
Electronic Voting (RREV)
WWW.ITev.co.uk

National Association of Pensions
Funds (NAPF)
www.napf.co.uk





